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IN THE MATTER OF THE APPLICATION OF 
SAHUARITA WATER COMPANY, LLC, FOR 
A DETERMINATION OF THE CURRENT FAIR 
VALUE OF ITS UTILITY PROPERTY AND 
FOR THE ESTABLISHMENT OF JUST AND 
REASONABLE RATES AND CHARGES. 

Docket No. W- 03718A-15- 

APPLICATION 

Sahuarita Water Company (“SWC” or the “Company”) submits its Application for an 

increase to its revenues by $332,734, or approximately 11.49% over the adjusted and annualized 

test-year revenues, for a total revenue requirement of $3,229,480, to be effective no later than 

June 30, 2016. In support of its Application, SWC states the following: 

1. SWC is a for-profit public service corporation engaged in providing water service 

in Pima County, Arizona. The water system assets twice changed hands from when originally 

owned by Interchange Water Company. Interchange received a Certificate of Convenience and 

Necessity (“CCN”) in Decision No. 59431 (December 28, 1995). The CCN and water system 

assets were then transferred to Rancho Sahuarita Water Company in Decision No. 62032 

(November 24, 1999). Rancho Sahuarita received an extension to its CCN in Decision No. 67078 

(June 25, 2004). In Decision No. 70620 (November 19, 2008), the Commission approved an 

additional CCN extension, as well as a transfer of the CCN to SWC.’ Decision No. 73157 (May 

18, 2012) modified the CCN extension awarded in Decision No. 70620. SWC currently serves 

over 5,500 customers, most of whom are residential customers. 

Essentially, SWC changed its name from Rancho Sahuarita due to customer requests from outside of the I 

Rancho Sahuarita development boundaries. 



2. SWC’s office is located in Sahuarita, Arizona and its mailing address is: 725 West 

Via Rancho Sahuarita Boulevard, Sahuarita, Arizona 85629, and its telephone number is (520) 

399-1105. SWC’s General Manager is Geoff Caron, and its Controller is Marian Homiak. The 

person authorized to receive notices and communications regarding this application is: 

Marian Homiak 
Controller 
Sahuarita Water Company 
4549 East Fort Lowell Road 
Tucson, AZ 85629 
Phone: 520-299-8766 
Email: marian@,sahuaritawater.com 

SWC’s attorney is: 

Jason D. Gellman 
Snell & Wilmer, LLP 
One Arizona Center 
400 East Van Buren Street, Suite 1900 
Phoenix, Arizona 85004 
Phone: (602) 382-6349 
Email: igellman@,swlaw.com 

All data requests and discovery, as well as related communications and pleadings, filed by 

other parties regarding this Application should be directed to SWC’s attorney, with a copy to Ms. 

Homiak. 

3. SWC is currently authorized to charge rates for water service per Decision No. 

72177 (February 11, 201 1). The test year used in that proceeding was the 12-month period 

ending on December 3 1,2008. 

4. In Decision No. 74389 (March 19, 2014) SWC was ordered to file a rate case by 

June 30, 20 15 .2 This application complies with that decision. 

5.  Even so, revenues from SWC’s utility operations are inadequate to allow the 

Company to recover its operating costs and provide a just and reasonable return on the fair value 

of its utility plant and property used to provide service to its customers. Since its last rate case, 

SWC continues to make improvements and additions to its water system designed to ensure safe, 

adequate and reliable service. SWC’s application is based on factors independent of the 

Finding of Fact No. 13. 
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requirement in Decision No. 74389. 

6. SWC utilized a 12-month test year ending on December 31, 2014 for the 

preparation of this Application and the supporting schedules. Further, the Company seeks a rate 

of return of 9.2% on its fair value rate base (“FVRB”) of $9,298,032 based on a cost of debt 

equaling 4.2% and a return on equity of 10.5% - and a balanced capital structure consisting of 

approximately 20.57% debt and 79.43% equity. Further, S WC seeks inclusion of approximately 

$363,231 of post-test year plant that is known and measurable and necessary to serve existing 

customers as of the end of the test year. SWC’s request also includes a usage normalization 

adjustment to reflect the decreased consumption by SWC customers expected to continue over the 

next five years and for the foreseeable future. The Company also seeks to include a total of 

$765,161 of management fees (an increase of $82,274) that are based on the actual time expended 

by non-dedicated employees to the operations of SWC as a reasonable expense. SWC seeks 

inclusion of $172,088 for income tax expense based on a rate of 21.23% for an S Corporation, 

which is less than what it would have been if the Company elected to be taxed as a stand-alone C 

Corporation (a rate of 37.23%), but as a reasonable expense based on business activities of SWC 

and consistent with the policy statement approved in Decision No. 73739 (February 22, 2013). 

The Company proposes to allocate the increase in rates along the same percentage as it currently 

exists between the monthly usage charge and the commodity rates. 

7. The Commission has jurisdiction to conduct public hearings to determine the fair 

value of SWC’s property, to fix a just and reasonable rate of return on fair value rate base 

(“FVRB”), and to approve just and reasonable rates designed to give it a reasonable opportunity 

to earn such return. Further, the Commission has jurisdiction to establish the practices and 

procedures to govern the conduct of hearing, including notice, intervention, filing, service, 

exhibits, discover, and other prehearing and hearing matters. 

8. Accompanying this Application are the standard filing requirements and rate 

design schedules described in A.A.C. R14-2-103. The Company also provides pre-filed direct 

testimonies and related exhibits from two witnesses for S WC supporting the Company’s 

Application: 

- 3 -  
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9. 

Geoff Caron, who will discuss the overall condition of the Company, the primary 

proposals within SWC’s rate application, its facilities, operations and capital 

expenditure needs; and 

Thomas J. Bourassa, who will support the Company’s revenue requirement request 

(including rate base, income and expense adjustments), depreciation, operating 

margin, rate of return, and rate design. 

Mr. Bourassa also supports the Company’s proposed rate of return on FVRB - 

including capital structure, cost of debt, and return on equity through separate 

testimony. 

SWC will establish that: (1) a rate increase is necessary for it to continue to 

provide safe and reliable service to its customers; (2) that its requested rate of return is reasonable 

on it fair value rate base; and (3) that its proposed rates are just and reasonable and will provide 

the Company the necessary revenues to continue to provide adequate, safe and reliable water 

service to its customers as required by law, and is in the public interest. 

10. SWC is in compliance with all requirements of the Commission, Arizona 

Department of Environmental Quality and Arizona Department of Water Resources. 

11. SWC requests that this Commission set a date for a hearing on this Application 

such that new rates for the Company will become effective no later than June 30,2016. 

12. SWC further requests that it be allowed to serve all discovery requests, answers 

and objections electronically. 

WHEREFORE S WC respectfully requests that this Commission approve the Company’s 

Application as just and reasonable, and grant the Company’s request on or before June 30, 2016. 

- 4 -  



RESPECTFULLY SUBMITTED this 26” day of June, 20 15. 

SNELL & WILMER L.L.P 

Obe Arizona Center 
400 E. Van Buren, Suite 1900 
Phoenix, Arizona 85004-2202 
Telephone: 602.382.6000 
Facsimile: 602.382.6070 

Original an$hl 3 copies of the foregoing 
filed this 26 day of June, 20 1 5 ,  with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Copy of the foregoing hand-delivered 
this 26fh day of June, 20 15 to: 

Dwight D. Nodes, Esq. 
Acting Administrative Law Judge 
Hearing Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Janice M. Alward, Esq. 
Chief Counsel, Legal Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

Steve Olea 
Director, Utilities Division 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 
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Q* 
A. 

Q* 
A. 

Q. 
A. 

INTRODUCTION. 

Please state your name and business address. 

My name is Geoff Caron. My address is 725 W Via Ranch Sahuarita Blvd. #lo1 Sahuarita, 

AZ 85629 

What is your position with Company 

I am the General Manager of Sahuarita Water Company which I will refer to as “SWC”. I 

am responsible for overseeing the daily operations of the company including directing, 

organizing, planning, budgeting, operations and maintenance, water quality and customer 

service. 

Please describe your education and experience. 

I am currently in my 19fh year of Utilities Operations. I llold a Grade 1 Water Distribution 

Certification, Grade 2 Water Treatment Certification and Grade 1 Certifications in Waste 

Water Collection and Waste Water Treatment. I started my career in water utilities in 1996 

with Metro Water District, where I worked until 200 1. I first started as a meter reader, but 

quickly began working on obtaining water certifications. My responsibilities included 

mainline construction and repair, equipment operation, well pump/booster pump and motor 

maintenance, customer service, and supervision of small crews. In September of 2001, I 

accepted a position with the Town of Marana as a Water Operator I11 and the operator in 

direct responsible charge of the facilities per A.A.C. R18-5-104. I was later promoted to 

Utilities Superintendent, where I handled the many challenges related to hiring, equipping 

and training staff, acquiring tools and equipment, developing standards and procedures for 

the design and construction of the water system and working closely with developers and 

engineers. During this time the Marana Water Department more than tripled in size. In 

2007, I took a position with Flowing Wells Irrigation District as the Assistant 
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A. 

Q. 
A. 

Superintendent. Working directly under the District Superintendent, I was responsible for 

supervision of field staff, planning/permitting mainline replacement projects, compliance 

with federal, state and local regulations, budget planning and working with developers and 

engineers for new and existing water service. In 201 1, I took a position as Distribution 

Operator I1 for Avra Water Co-op, Inc. I left Avra in February 2014 to become the General 

Manager for Sahuarita Water Company. During my short tenure with Sahuarita Water 

Company I have become familiar with the National Association of Regulatory Utility 

Commissioners (“NARUC”) accounting practices. Additionally, I have spent a great 

amount of time learning about the Arizona Department of Water Resources (“ADWR’) 

and Central Arizona Groundwater Replenishment District (“CAGRD”) requirements in the 

Tucson Active Management Area. 

Have you previously testified before the commission? 

No. ’This is my first time testifying before the Arizona Corporation Commission 

(“Commission”). 

What is the purpose of your direct testimony? 

To support SWC’s application for an increase in rates, and the recovery and pass- 

through of certain operating expenses. In that regard, 1 will provide background on the 

Company and its operations. I will also summarize significant capital improvements that 

SWC completed in order to provide adequate and reliable service, and changes in 

operating costs that are contributing to the need for a rate increase. In addition, I will 

address various other aspects of the relief being requested in this case. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

COMPANY OVERVIEW. 

Please describe Sahuarita Water Company. 

SWC provides water service to over 5,500 connections or roughly 16,000 customers 

located in the Rancho Sahuarita Master Planned Development in the Town of Sahuarita 

in Pima County, Arizona. Although the Company services a number of commercial, 

industrial and irrigation customers, the majority of our customers are residential. The 

largest residential customer class (nearly 87 percent of the customer base) is served by 

5/8-inch meters. SWC utilizes 11 direct employees of Rancho Sahuarita Management 

Company, which is an affiliate of SWC, and the costs associated with those employees 

are allocated to SWC based upon SWC’s utilization of their time and services. 

What are the SWC’s water resources? 

S WC is dependent solely on groundwater. We operate three groundwater wells, two owned 

by SWC and the other owned by the Town of Sahuarita (“Sahuarita”). SWC holds a 99- 

year lease on the Sahuarita Well. SWC is a member service area within the CAGRD, 

which replenishes pumped groundwater on behalf of S WC. 

Is Sahuarita Water located within an active management area or “AMA”? 

Yes, we are provider within the Tucson Active Management Area (TAMA). 

Is the company a designated provider of an assured water supply? 

Yes, the SWC holds a designation of 10,983 Acre-feet of assured water supply with 

ADWR (DWR NO. 86-401203.0001). 
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Q. 

4. 

How does the Company promote water conservation to its customers? 

As part of SWC’s commitment to conservation, conservation tips and literature are 

available to our customers 24/7 at http://sahuaritawater.com/water-conservation/ 

Reminders about the website are periodically printed on the water bill. Free written 

conservation literature is available to our customers in the business office and is provided 

to all new customers when they establish an account. Additionally, SWC currently 

maintains a water-efficient demonstration garden with appropriate signage on the plants 

and techniques used. S WC maintains a trained water-conservation-audit specialist on staff, 

who conducts residential audits and is available for consultations. SWC staff also reviews 

abnormally high and low reads. Both low and high reads are then checked against the 

usage history for those accounts. If there is an anomaly, a water operator is sent out to get a 

reread and check for leaks or a stuck meter. If the meter is stuck it will be replaced. If no 

leaks are found, but there is higher than normal usage, the customer is contacted by one of 

our customer service representatives. If the reason for the high usage is unknown, then we 

recommend a water audit be conducted at their property free of charge. S WC also provides 

youth education instruction and reaches over 400 students in the Sahuarita Unified School 

District annually. We believe that our water conservation policies have contributed to 

SWC’s decreases in annual production. SWC’s annual production has decreased 4.6 

percent since 20 12. 

What water quality challenges does SWC face in providing safe and reliable service 

to customers? 

Wells 14, 18 and 23 have Arsenic levels over the Maximum Contaminant Level (MCL) of 

10 parts per billion (ppb). Raw water from all three wells is treated at our main arsenic 

treatment plant (WTP 1). The treatment process utilizes blending treated water with raw 

water, only treating what is necessary. The arsenic level of the finished water ranges for 7- 

8 ppb. Staff monitors the blended flows very carefully to insure the longest life from the 

4 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q* 
A. 

arsenic media. Our goal is to maintain arsenic levels below the primary MCL while getting 

the most out of the treatment media before it becomes exhausted. This is a careful balance 

of quality over costs that are ultimately funded by the rate payer. 

Is the Company in compliance with all applicable federal, state and local regulations? 

Yes, the company is in compliance with all local, state, and federal regulations. 

Has SWC experienced significant growth since its last general rate case in 2009? 

The population in our service has grown from 4,700 connections in 2009 to over 5,500 

connections in 2015. However, the Company has been able to accommodate the additional 

service connections with the infrastructure that was already in place. Although we 

anticipate doubling in size at build out, the real estate downturn is still in effect in 

Sahuarita. We are expecting to start building infrastructure again in 201 6. 

How has SWC prepared to serve future growth within its service area? 

In 201 1 ,  Westland Resources prepared a Water System Master Plan (“Master Plan”) for 

SWC. A brief summary of the plan is as follows: The Master Plan identifies the capacity 

of our existing plant and current system demands and compares that to future build-out 

requirements. The Master Plan then identifies infrastructure that will need to be added to 

serve future build out. This includes sizing and location of storage, boosters, wells, 

treatment and transmission infrastpture. The Master Plan also includes a facility cost 

timeline. The Master Plan was updated again in 2012, and in late 2013 we incorporated it 

into SWC’s Emergency Operations Plan. 

Please describe the customer satisfaction record of SWC. 

The overall satisfaction of our customers appears to be very good. According to our 

records we have only received a total of six official complaints since 2008. 
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111. 

Q. 
A. 

How would you characterize the overall condition of SWC’s water system? 

The condition of SWC’s system is very good. The infrastructure is 15 years and newer. 

Fortunately we have seen very few system failures (leaks). We do our best to maintain the 

systems integrity through various preventative and predictive maintenance programs, 

which include valve exercising, hydrant maintenance, quarterly pump and motor 

maintenance and routine inspection cleaning and repair of our reservoirs. In 2014 we had 

two reservoirs inspected, cleaned and repaired. During this time we also chose to install 

cathodic protection in all three reservoirs. Management will continue to develop programs 

that keep the company on the preventative side of the spectrum rather the alternative of 

corrective maintenance. 

What percentage of system water losses does Sahuarita incur? 

SWC’s water loss three-year average is currently 4.51% 

PURPOSE FOR THE RATE FILING. 

Please summarize the Company’s rate application. 

Sahuarita Water Company (“SWC” or the “Company”) submits its Application for an 

increase to its revenues by $332,734, or approximately 11 -49% over the adjusted and 

annualized test-year revenues, for a total revenue requirement of $3,229,480, to be 

effective no later than June 30, 2016. SWC utilized a 12-month test year ending on 

December 3 1, 20 14 for the preparation of this Application and the supporting schedules. 

Further, the Company seeks a rate of return of 9.2% on its fair value rate base of 

$9,298,032 based on a cost of debt equaling 4.2% and a return on equity of 10.5% - and a 

balanced capital structure consisting of approximately 20.57% debt and 79.43% equity. 

Further, SWC seeks inclusion of approximately $363,231 of post-test year plant that is 

known and measurable and necessary to serve existing customers as of the end of the test 
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Q. 
A. 

year. SWC’s request also includes a usage normalization adjustment to reflect the 

decreased consumption by SWC customers expected to continue over the next five years 

and for the foreseeable future. The Company also seeks to include a total of $765,161 in 

management fees (an increase of $82,274) that are based on the actual time expended by 

non-dedicated employees to the operations of SWC as a reasonable expense. SWC seeks 

inclusion of $172,088 for income tax expense based on an effective state and federal 

income tax rate of approximately 21.23% for an S Corporation, which is less than what it 

would have been if the Company elected to be taxed as a stand-alone C Corporation 

(37.23%), but is a reasonable expense based on business activities of SWC. The Company 

proposes to allocate the increase in rates along the same percentage as it currently exists 

between the monthly usage charge and the commodity rates. Thomas J. Bourassa 

describes and details the specific rate base and income statement adjustments, as well as 

the cost of capital and capital structure, in separate direct testimonies. 

Why is Sahuarita filing a general rate case application at this time? 

Under Decision No. 74389 (March 19, 2014) the Commission requires SWC to file a rate 

case by June 30, 2015, using 2014 as a historical test year. Because of the requirement, 

SWC management seeks a rate increase so that the Company is earning a fair and 

reasonable return on its investment. Additionally, because of our conservation efforts, we 

have seen a decline in water usage since our last rate case. At this time we will be 

requesting a water usage normalization adjustment to account for lost revenue. 

What significant capital investments has SWC made since its last rate case? 

Significant improvements include the addition of well 23 in 2009. The well provides 

needed redundancy to the SWC system and allows SWC to meet peak-day demand with 

the largest well out of service as well as provide water during electrical outages. At that 

time, well 23 was considered a replacement for well 17, which had significant 
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bacteriological problems. The overall cost and flushing needed to remediate well 17 

proved to be cost prohibitive. After an extensive aquifer study, the location of well 23 was 

chosen. After approval from ADWR, the well was drilled and equipped. 

At this time, well 23 is considered to be our main well. It is located at the same site and 

shares a power source with SWC’s WTP 1. This made an ideal location for a standby 

generator as it will power both a water source and the treatment plant, which are both 

needed for water production. The generator installed at this location will be explained later 

in my testimony. 

We also undertook three major capital projects in 2010, including SCADA (supervisory 

control and data acquisition) communication upgrades and the rehabilitation of wells 14 

and 18. 

Please describe the SCADA communication upgrade. 

Prior to the SCADA communications upgrade, SWC was experiencing loss of 

communications between sites and the Human Machine Interface (HMI). This resulted in 

unreliable and difficult operation of the system. SWC’s SCADA communications was also 

dependent on a third party vendor. This project consisted of radio study that resulted in 

installing a new a Master Radio at WTP 1, and two remote radios; one at the current SWC 

office and one at Booster Station 2. WTP 1 was already equipped with highly-reliable fiber 

optic communications to Well 14, 18 and 23 and Booster Station 1 and provides control for 

all these facilities. The new master radio provides communications from WTP 1 to Booster 

Station 2 and to the SWC building, where the HMl is located. 
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Q. 
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What was involved in rehabilitating Well 14? 

Well 14 was pulled for inspection; video of the well indicated plugged perforations. The 

well was brushed and bailed. The post brush and bail video showed the casing to be in 

good condition. SWC also replaced 200 feet of column pipe, and 40 feet of shaft tube. The 

contractor found the pump to be in good condition and reusable. Two well sounding tubes 

were added for water level monitoring (one tube for a transmitter connected to SCADA 

and the other for manual sounding), the flow meter was also upgraded from a propeller 

meter to a mag meter. The well was re-quipped, flushed, tested for microbiological 

contaminates and placed back in service on August 4, 2010. 

Please describe the improvements to Well 18. 

Well 18 was pulled for inspection, video of the well indicated plugged perforations. The 

well was brushed and bailed. Post brush and bail video of the well showed loose 

encrustation was removed but some of the hared material still remained. The well pump 

bearings and shaft were replaced. The remainder of the column pipe, tube and shaft were 

reusable. The well was re-quipped, flushed, tested for microbiological contaminates and 

placed back in service on September 7,20 10. 

What other capital improvement projects did SWC undertake? 

In September of 201 1 and March of 2013, the treatment media in lead vessels at WTP 1 

became exhausted. The media was regenerated for reuse. 

In 2013, variable frequency drives (VFDs) were installed at booster stations 1 and 2. The 

addition of the VFDs also included the necessary programming to operate over SCADA. 

The VFDs replaced aged motor starters and control panels. 
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In 2014, we added a second pre-filter at the influent point of WTP 1. This project created 

redundancy for a single point of failure at the treatment facility. The additional filter also 

allows our two largest wells to operate simultaneously during peak-day demand. Our 

engineer determined in our Master Plan that this was not operationally possible, prior to 

the addition of the pre-filter. 

A new 250-GPM pump was added to our booster station 2. This pump was called for in 

our Master Plan to supplement needed fire flow at build out. Operationally, this pump was 

needed to supplement our VFD pump (mentioned above) during peak day demand. Prior to 

the installation of this pump a much larger pump was supplementing the drive, but because 

of the pump volume, the pump was short cycling. Short cycling can damage pumps and is 

inefficient. 

Lastly, we upgraded our automatic meter reading (AMR) equipment to the latest Sensus 

product. This system allows for upgrading to advanced metering infrastructure (AMI) in 

the future. I will discuss this more in later testimony. 

Is the company requesting post-test year plant to be included in rate base? 

Yes. SWC is requesting inclusion of two specific items as post-test year plant in rate base 

that are known and measurable and for the purpose of serving existing customers. In 201 4, 

we had an arc flash study performed at our facilities. The study concluded that two of our 

well sites were classified as “category dangerous” at all times due to lack of a main power 

disconnect switch. S WC hired a contractor/engineer to design and install manual transfer 

switches at these two well sites which mitigated the arc flash danger and allows our 

operators to service the electrical panels. The completion of the Arc-Flash mitigation 

project did not occur until June 2015. The importance of a safe work environment for our 
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Q. 
A. 

operators is crucial to be able to supply safe drinking water to our customers. We are 

therefore requesting the cost of this project to be considered in this case. 

The second project that we believe should be included in rate base as post-test year plant is 

the addition of an emergency standby generator. Of the three wells SWC operates, none 

have an emergency source of power. Additionally, WTP 1 (which is required to treat all 

three wells) did not have an emergency source of power. After looking at the peak-day 

demand that occurred in June of 2014, which was 2,353,000 gallons, we determined that if 

we were to experience a long term power outage, our storage could be depleted in a 24 

hours. Even in a curtailment, SWC does not have the necessary storage to provide water in 

a long-term power outage without a water source that has an emergency power supply. 

Because of the need for both a source of water and the arsenic treatment plant, we decided 

that a generator was needed at well 23, because the well shares a power source with the 

WTP 1. The generator and manual transfer switch were also connected to our SCADA 

system for monitoring and control. This allows an operator to determine whether or not the 

generator is needed when there is an outage. This will save on fuel costs that are ultimately 

passed down to the customer. The generator and transfers switch became used and useful 

in January 201 5.  

What are SWC’s projected capital expenditures for the next few years? 

S WC is planning to make the following expenditures: 

0 Add a service truck to its fleet. The truck will have a weldedgenerator and a crane for 

servicing items including pumps, motors, and fire hydrants. We will also replace trucks 

with over 100,000 miles. 

Meter replacements for meters over 10-years old or over one-million gallons. This 

includes large meter replacement (such as replacing turbo meters with more accurate 

Sensus Omni meters). 
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SCADA improvements, including an upsized RTU panel at booster station one, and 

replacing outdated PLC’s with Ethernet ready units for better communication 

reliability. 

Brush bail and inspection of Wells 14, 18, and 23. The well pump, tube and shaft. and 

column pipe are over 15-years old in wells 14 and 18. As mentioned earlier in my 

testimony, these items were reused when the wells were last pulled for maintenance. It 

is anticipated that replacement of these items may be necessary at the time of the next 

inspection. 

Perform pump and motor efficiency studies to determine whether the pumps are 

operating at their best efficiency point. We will repair or replace pumps as necessary. 

As mentioned earlier in my testimony, SWC staff is looking to upgrade our meter 

reading system to the Sensus FlexNet system. This is an AMI technology that allows 

the utility to access meter reads from a central location by way of two-way radio and 

eliminates the need for meter readers. FlexNet also gives customers real-time access to 

their water usage. 

What have been the significant changes to operating expenses since 2009? 

Staff was able to lower power costs at Well 23 due to implementing “time of use” 

electricity rates at the site. Additional staff and organizational structuring have changed 

payroll since the last rate case. The cost to regenerate our treatment media at WTP 1 has 

increased by 27% since our last regeneration in 2013. The 2013 regeneration was down 

11% from the 201 1 generation because we changed contractors. If we use the original price 

of our first media regeneration the current cost has increased 15%. Our current agreement 

calls for additional anticipated increases of up to 5% a year for the next three years. At this 

time, SWC is not aware of another contractor that has the necessary facility and 

certifications to regenerate our arsenic treatment media. 
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A. 

Q. 

A. 

Q. 

A. 

Does it remain the case that there are no affiliate profits in the allocated costs to 

Sahuarita from its parent company, Rancho Sahuarita? 

Yes. Costs from human resources, accounting and management services from the parent 

company, allocated based upon the proportion of time utilized by the Company, have no 

affiliate profit allocated as part of those costs. 

Is the Company proposing any changes to any of its adjustor mechanisms currently 

in effect? 

No. 

Why should the Central Arizona Groundwater Replenishment District (“CAGRD”) 

adjustor approved in the last rate case remain in effect for SWC? 

The CAGRD assessment will continue to increase each year. This increasing assessment is 

also a known and measurable increase that the Company incurs, but that also encourages 

the conservation of water by providing for the replenishment of groundwater. As a 

designated provider, all water delivered within its service area is subject to the CAGRD 

Fee assessment. The fee assessments are set by CAGRD. SWC remains as a conduit 

collecting what is similar to a privilege or usage tax (which is how the Company originally 

described the assessment in significant detail when it originally requested a mechanism to 

recover the assessments). Further, the assessments remain independent of the operations of 

the Company; and are therefore not an operating expense. Yet the Company will continue 

to incur the assessment going forward. Further, SWC remains dependent on the CAGRD to 

replenish groundwater, and must pay the assessment in order for it to remain a designated 

provider and to demonstrate a 1 00-year water supply. 
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Q. 
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Do you have any concluding comments regarding the Company’s rate application? 

Only that we believe that the requests we are making in this case and the overall proposal 

results in just and reasonable rates, balancing the need for SWC to have a reasonable 

opportunity to earn its rate of return on fair value rate base with the need to moderate rate 

impacts on our customers. We strive to provide high-quality service to our customers and 

believe we have and continue to provide adequate, safe and reliable water service. This 

proposal will allow us to maintain such service to our customers. 

Does this conclude your Direct Testimony? 

Yes. 
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Q. 
A. 

Q. 
A. 

Q. 

A. 

INTRODUCTION. 

PLEASE STATE YOUR NAME AND BUSINESS ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

WHAT IS YOUR PROFESSION AND BACKGROUND? 

I am a Certified Public Accountant and am self-employed, providing consulting services 

to utility companies as well as general accounting services. I have a B.S. in Chemistry 

and Accounting from Northern Arizona University (1980) and an M.B.A. with an 

emphasis in Finance from the University of Phoenix (1 991). 

COULD YOU BRIEFLY SUMMARIZE YOUR PRIOR WORK AND 

REGULATORY EXPERIENCE? 

Prior to becoming a private consultant, I was employed by High-Tech Institute, Inc., and 

served as controller and chief financial officer. Prior to working for High-Tech Institute, I 

worked as a division controller for the Apollo Group, Inc. Before joining the Apollo 

Group, I was employed at Kozoman & Kermode, CPAs. In that position, I prepared 

compilations and other write-up work for water and wastewater utilities, as well as tax 

returns. 

In my private practice, I have prepared and/or assisted in the preparation of 

numerous water and wastewater utilities rate applications before the Arizona Corporation 

Commission (“Commission”). A copy of my regulatory work experience is attached as 

Exhibit TJB-DT1. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

ON WHOSE BEHALF ARE YOU TESTIFYING IN THIS PROCEEDING? 

On behalf of the Applicant, Sahuarita Water Company L.L.C. (“SWC” or the 

“Company”). The Company is seeking a determination of its fair value rate base 

(“FVRB”) and the setting of rates and charges for utility service based on that finding. 

WHAT IS THE PURPOSE OF YOUR DIRECT TESTIMONY? 

I will testify in support of SWC’s proposed adjustments to its rates and charges for utility 

service. I am sponsoring the direct Schedules (“A” through “C” and “E” through “F”), 

which are filed concurrently herewith. I was responsible for and/or supervised the 

preparation of these schedules based on my investigation and review of the Company’s 

relevant books and records. The Company has not prepared a cost of service study (“G” 

schedules). Consequently, the G Schedules are omitted. 

WHY DIDN’T THE COMPANY PREPARE A COST OF SERVICE STUDY? 

Because the Commission does not set rates for water and wastewater utility service based 

on cost of service, and because the changes to the rate design the Company is proposing 

do not necessitate a cost of service study, the substantial expense of doing a cost of service 

study could not be justified. I have taken a similar approach in other cases without 

complaint. 

PLEASE CONTINUE? 

For convenience, my direct testimony is being filed in two volumes. In this volume, I 

address rate base, income statement (revenue and operating expenses), required increase 

in revenue, and rate design and proposed rates and charges for service. 

In a second volume, I address cost of capital and sponsor the “D” Schedules. 

SWC is recommending a cost of common equity of 10.5 percent and a cost of debt of 4.2 
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11. 

Q. 
A. 

Q. 
A. 

percent. As shown on Schedule D-1, the Company’s test period capital structure for 

ratemaking purposes consists of 79.43 percent equity and 20.57 percent debt. The 

weighted average cost of capital is therefore 9.20 percent. 

OVERVIEW OF APPLICATION. 

PLEASE SUMMARIZE SWC’S APPLICATION. 

SWC’s FVRB is $9,298,032 and the Company is seeking a revenue requirement of 

$3,229,480. These are based on a test year used ending December 31, 2014, with pro 

forma adjustments for known and measurable changes to rate base, expenses, and 

revenues. These pro forma adjustments are necessary to obtain a normal or realistic 

relationship between revenues, expenses, and rate base on a going-forward basis, and they 

are consistent with standard ratemaking principles and are appropriate under the 

Commission’s rules and regulations governing rate applications. 

The increase in revenues to provide for recovery of operating expenses and a 9.2 

percent return on rate base is approximately $332,734, an increase of approximately 1 1.49 

percent over the adjusted and annualized test year revenues, 

WHY IS THE COMPANY FILING FOR RATE INCREASES AT THIS TIME? 

Two reasons. First, the Company was ordered to file a rate case by June 30, 2015 in 

Decision No. 74389 (March 19, 2014), which granted the Company recovery of income 

taxes. Second, revenues from SWC’s initial rates have not kept pace with operating 

expenses since SWC’s last test year. Rate base is higher by approximately $500,000 and 

SWC’s customer base has grown from approximately 4,700 customers at the end of the 

last test year (December 31, 2008) to approximately 5,530 at the end of the current test 

See A.A.C. R14-2-103. I 
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Q. 
A. 

year. At this time, rate increases are necessary to ensure that SWC recovers its reasonable 

operating expenses and has an adequate opportunity to earn a fair and reasonable return on 

the fair value of its utility plant and property devoted to public service. 

RATE BASE, INCOME STATEMENT AND SUMMARY SCHEDULES. 

A. “A”, “E” And “F” Schedules 

PLEASE DESCRIBE THE “A”, “E” and “F” SCHEDULES. 

The A-1 Schedule is a summary of the rate base, operating income, current operating 

margin, required operating margin, operating income deficiency, and the increase in gross 

revenue. The return on FVRB, proposed increase in the revenue requirement; and 

revenues at present and proposed and customer classifications are also shown on this 

schedule. 

The A-2 Schedule is a summary of results of operations for the test year, prior 

years, and a projected year at present rates and proposed rates. 

Schedule A-3 contains the capital structure for the test year and the two prior 

years. 

Schedule A-4 contains the plant construction and plant-in-service for the test year 

and prior years. The projected plant additions are also shown on this schedule. 

Schedule A-5 is the summary of the changes in financial position (cash flow) for 

the prior two years, the test year at present rates, and a projected year with both present 

and proposed rates. 

The “E” Schedules are based on SWC’s actual operating results, as reported in 

annual reports filed with the Commission. The E-1 Schedule contains the comparative 

balance sheet data for the years 2012, 2013, and 2014 - with each ending on December 
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Schedule E-2, page 1, contains the income statement for the years 2012,2013, and 

20 14 - with each ending on December 3 1. 

Schedule E-3 contains the statements of changes in SWC’s financial position for 

the test year and the two prior years. 

Schedule E-4 provides the changes in membership equity. 

Schedule E-5 contains plant-in-service at the end of the test year, and one year 

prior to the end of the test year (December 3 1,20 13). 

Schedule E-7 contains operating statistics for the years 2012, 2013, and 2014 - 

with each ending on December 3 1. 

Schedule E-8 contains the taxes charged to operations. 

The accountant’s notes to the financial statements and the financial assumptions 

used in preparing the rate filing schedules are shown on Schedules E-9 and F-4, 

respectively, in accordance with the Commission’s standard filing requirements. 

Schedule F-1 contains the results of operations at the present rates (actual and 

adjusted), and at proposed rates. 

Schedule F-2 contains the summary of changes in financial position (cash flow) 

for the prior two years, the test year at present rates, and a projected year with both present 

and proposed rates. 

Schedule F-3 shows projected construction requirements for 2016, 201 7, and 2018. 

Schedule F-4 contains the assumptions used in developing the adjustments and 

projections contained in the rate filing. 
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A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

B. “B” Schedules (Rate Base) 

WOULD YOU EXPLAIN THE RATE BASE SCHEDULES, WHICH ARE 

LABELED AS THE “B” SCHEDULES? 

Yes. I will start with Schedule B-5, which is the working capital allowance. I used the 

“formula method” of computing the working capital allowance to reduce costs. However, 

the Company is not requesting a working capital allowance. 

WHY DIDN’T THE COMPANY PREPARE A LEAD-LAG STUDY AND USE THE 

RESULTS OF THAT STUDY TO COMPUTE WORKING CAPITAL? 

Because the Company is not seeking a working capital allowance and the costs to prepare 

a lead-lag study outweigh the benefits. 

DID SWC FILE SCHEDULES B-3 AND B-4? 

The Company did not file Schedules B-3 and B-4. SWC is requesting that its original cost 

rate base (“OCRB”) be used as its FVRB. 

HAVE YOU PREPARED SCHEDULES SHOWING ADJUSTMENTS TO THE 

ORIGINAL COST RATE BASE? 

Yes. Schedule B-2 shows adjustments to the OCRB cost rate base proposed by the 

Company. Schedule B-2, pages 2 through 6, provide the supporting information. There 

are four adjustments shown in Schedule B-2. 

PLEASE DESCRIBE ADJUSTMENT NUMBER 1. 

Adjustment number 1, as shown on Schedule B-2, page 2, adjusts plant-in-service (“PIS”). 

There are three PIS adjustments included in Adjustment 1. These are shown on Schedule 
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A. 

Q. 

A. 

Q. 

A. 

B-2, page 3, and are labeled as adjustments 1 -A, 1 -B and 1 -C. 

DO ANY OF THESE ADJUSTMENTS REFLECT INCLUSION OF POST-TEST 

YEAR PLANT? 

Yes. Adjustment 1-A in Schedule B-2 increases PIS to reflect post-test year plant. Post- 

test year plant consists of electrical generation equipment and arsenic media, both 01 

which were placed into service since the end of the test year. All of the post-test year 

plant is and will be used to serve existing customers, are known and measurable 

adjustments. They are revenue neutral and are necessary to serve the test year-end 

number of customers. 

WHAT CRITERIA FOR INCLUSION OF POST-TEST YEAR PLANT CAN BE 

FOUND, IF ANY, IN RECENT COMMISSION DECISIONS? 

The Commission approved the inclusion of post-test year plant in rate base in several 

cases because (i) the plant was revenue neutral (Le., providing service to customers at end 

of test year); and (ii) it has been completed and placed into service a reasonable time 

before the hearing, so that it could be inspected and audited. 

PLEASE DESCRIBE THE “B” AND “C” ADJUSTMENTS TO ADJUSTMENT 

NUMBER 1 ON SCHEDULE B-2. 

Adjustment I-B in Schedule B-2 adjusts PIS to reflect retirement of arsenic media, which 

was not retired as of the end of the test year. 

Adjustment 1-C in Schedule B-2 adjusts PIS to reflect the reconciliation of the 

Company’s PIS detail to recorded general ledger amounts as reflected on Schedule E-1 . 

7 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

Q. 

A. 

Q. 

A. 

Q. 

A. 

WHAT IS THE PURPOSE OF ADJUSTMENT NUMBER 2 ON SCHEDULE B-2 

REGARDING ACCUMULATED DEPRECIATION? 

Adjustment 2 shown on Schedule B-2, page 2, adjusts accumulated depreciation (“A/D”). 

The details of the A/D adjustments are shown on Schedule B-2, page 4. There are two 

A/D adjustments included in Adjustment 2. These are shown on Schedule B-2, page 4, 

and are labeled as adjustments “A”, and “B”. 

Adjustment “A” adjusts A/D for the proposed retirements shown in Adjustment 1 - 
B in Schedule B-2. 

Adjustment “B” adjusts A/D to reflect the re-computed amounts of A/D per the 

Company’s B-2 plant detail schedule, pages 3.4 to 3.10. 

DO THE PLANT IN SERVICE AND ACCUMULATED DEPRECIATION 

BALANCES SHOWN ON SCHEDULE B-2 REFLECT THE LAST COMMISSION 

RATE ORDER? 

Yes. The Company’s reconstruction of the PIS balance started with the PIS balance 

approved in the last rate case. Reconciliation to the starting balances for PIS and 

accumulated depreciation are shown on Schedule B-2, page 3.4. Plant additions and 

retirements since the end of the last test year have been added to and deducted from total 

plant shown on Schedule B-2, pages 3.5 to 3.10. Pages 3.5 to 3.10 of the schedule show 

the details for the accumulated depreciation from the end of the last test year through the 

end of the test year using the half-year convention for depreciation. 

PLEASE DESCRIBE THE ADJUSTMENT FOR DEFERRED INCOME TAXES, 

ADJUSTMENT NUMBER 3, ON SCHEDULE B-2. 

Adjustment number 3, shown on Schedule B-2, page 5 ,  reflects deferred income taxes. 

The Company’s computation is based on the adjusted PIS, A/D, AIAC, and CIAC in the 
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A. 

Q. 

A. 

Q. 

A. 

instant case and the adjusted tax basis of its assets using the effective tax rates computed 

on the Schedule C-3, page 2. The detail of the Company’s deferred income tax 

computation is shown on Schedule B-2, pages 5 and 5.1. 

THE COMPANY IS A LIMITED LIABILITY COMPANY WHICH DOES NOT 

PAY INCOME TAXES. DO LIMITED LIABILITY COMPANIES NORMALLY 

RECORD DEFERRED INCOME TAXES? 

No. Limited liability companies (“LLC’s”) are tax pass-through entities and the members 

pay income taxes. However, for rate making purposes, the Company is proposing 

deferred income taxes to be included in rate base to be consistent with its proposal to 

include SWC’s income tax expense in operating expenses and to insure a proper match of 

rate base, revenue and expenses. Decision No. 74389 (March 19, 2014), had approved 

including income taxes as a recoverable expense for the Company. Such recovery is 

consistent with the Commission’s policy statement approved in Decision No. 73739 

(February 22,201 3). 

PLEASE CONTINUE WITH YOUR TESTIMONY REGARDING THE RATE 

BASE SCHEDULES. 

Adjustment number 4, labeled as 4a and 4b and shown on Schedule B-2, page 6, adjusts 

CIAC and amortization based on additional CIAC recorded since the since the last test 

year. The recomputed amortization balance reflects the annual composite depreciation 

rate for plant-in-service for each year since the last test year. 

HOW WAS THE PROPOSED “FAIR VALUE” RATE BASE SHOWN ON A-1 

DETERMINED? 

As stated, the FVRB shown on Schedule A-1 is based on OCRB, with no adjustment for 
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A. 

Q. 
A. 

the current values of the Company’s plant and property. 

C, C Schedules (Income Statement) 

PLEASE EXPLAIN THE ADJUSTMENTS YOU ARE PROPOSING TO THE 

REVENUES AND/OR EXPENSES STATEMENT AS SHOWN ON SCHEDULES 

C-1 AND C-2. 

The following is a summary of adjustments shown on Schedule C- 1 : 

Adjustment 1 annualizes depreciation expense. The proposed depreciation rate for 

each component of utility plant is shown on Schedule C-2, page 2. The depreciation rates 

approved in the Company’s last rate case were account specific rates. The Company 

proposes to continue to use these rates. 

Adjustment 2 increases the property taxes based on proposed revenues. 

The details of the computation are shown on Schedule C-2, page 3. 

HOW DID YOU COMPUTE THE PROPERTY TAXES AT PROPOSED RATES? 

To determine full cash value, I used the method employed by the Arizona Department of 

Revenue - Centrally Valued Properties (“ADOR’ or “the Department”). This method 

determines full cash value by using twice the average of three years of revenue, plus an 

addition for CWIP and a deduction for the book value of transportation equipment. In the 

instant case, I used two times the adjusted revenues for the year ending December 31, 

201 4, and one year of revenues at proposed rates. The assessed value ( 1  8 percent of full 

cash value)2 was then multiplied by the property tax rate to determine adjusted property 

tax expense. 

Cite to A.R.S. 5 42-1 5001. 2 
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Q. 
A. 

Q. 

A. 

Q. 

A. 

Q. 
A. 

IS THIS CONSISTENT WITH PRIOR COMMISSION DECISIONS? 

Yes. The Commission approved this method for ascertaining property tax expense in 

cases including in Chaparral City Water Company, Decision No. 68 176 (September 30, 

2005), and in LitchJeld Park Service Company, Decision No. 67279 (October 5,2004). 

IS THIS SYNCHRONIZATION OF PROPERTY TAX EXPENSE WITH 

REVENUES PROPER RATE MAKING? 

Yes. Like income taxes, property taxes must be adjusted to ensure that the new rates are 

sufficient to produce the revenue requirement. For this reason, the Commission has 

repeatedly approved the use of proposed revenues to determine an appropriate level of 

property tax expense to be recovered through rates. 

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME 

STATEMENT ADJUSTMENTS. 

Adjustment 3 shows the rate case expense estimated by the Company. Thecompany 

estimates rate case expense of $250,000. The Company proposes that rate case expense 

be recovered over five years because it believes a five-year cycle for future rate cases is 

reasonable given this utility’s circumstances. 

HOW DID YOU ARRIVE AT THIS AMOUNT? 

Based on my experience with rate cases before the Commission, and that of the 

Company’s counsel. Given SWC’s size and the anticipated nature, length and complexity 

of the proceedings, I estimate this rate case to cost a total of $250,000. 
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Q. 

A. 

Q- 

A. 

Q. 

A. 

PLEASE EXPLAIN WHY YOU REFER TO THIS AMOUNT AS AN 

“ESTIMATE”? 

Because ultimately several different factors contribute to what the final actual rate case 

expense will be for a particular case. Thus, I can only make an educated guess based on 

my experience. The specifics of who may intervene, what unique issues may come into 

dispute, what kind of procedural issues we will encounter, are just some of the factors that 

determine the final total expense to process a rate case through the Commission. Thus, it 

is necessary to propose a reasonable estimate reflective of past experience with similar 

sized utilities. 

SHOULDN’T THE COMPANY’S EQUITY HOLDERS BEAR SOME OF THE 

BURDEN OF RATE CASE EXPENSE? 

As a practical matter, actual rate case expense often turns out to be higher than what is 

included in rates. So utility equity holders wind up bearing the burden of such expense. 

Even though my estimate of $250,000 for rate case expense is reasonable, it is likely SWC 

will actually incur a higher amount of total rate case expense, especially if it turns out that 

several issues will be in dispute. I would also agree that if the utility does something 

improper, or advances positions in bad-faith, it should shoulder the burden of such 

actions. But, the Commission dictates the process, not the utility, and absent such 

“improper action” or “bad faith” circumstances, which are not present in this case, the 

utility should be allowed to recover its reasonably incurred rate case expense. 

PLEASE CONTINUE WITH YOUR DISCUSSION OF THE INCOME 

STATEMENT ADJUSTMENTS. 

Adjustment 4 annualizes revenues to the year-end number of customers. The 

annualization was based on the number of customers at the end of the test year, compared 
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to the actual number of customers during each month of the test year. Average revenues 

by month were computed for the test year. The average revenues were then multiplied by 

the increase (or decrease) in number of customers for each month of the test year. 

Adjustment number 4 also increase purchased power expense and chemicals expense 

based upon the expected additional gallons to be sold from the revenue annualization. 

Adjustment 5 reduces revenues based upon water usage normalization. Usage 

normalization reflects the expected reduction in gallons sold primarily due to conservation 

and is based upon an analysis of trends in customer usage from 2010 through 2014. 

Adjustment number 5 also reduces purchased power expense and chemicals expense 

based upon the expected reduction in gallons to be sold from the usage normalization. 

Adjustment 6 removes Central Arizona Ground Water Replenishment District 

(“CAGRD”) fees recorded during the test year from purchased water expense totaling 

$512,734 and removes CAGRD surcharge revenues recorded during the test year from 

metered revenues totaling $386,411. SWC recovers CAGRD costs from its approved 

surcharge me~hanism.~ 

Adjustment 7 reduces purchased power expense and miscellaneous revenues by 

$12,863 for reimbursements of purchased power costs covered under a well sharing 

agreement. 

Adjustment 8 reduces metered revenues by $8,855 to eliminate an overbilling error 

in metered revenues due the application of incorrect rates to some customers during the 

test year. The Company has made refunds to customers. 

Adjustment 9 increases contractual services costs (management fees) for known 

and measurable changes to the allocated portions of operations, accounting and billing, 

and corporate overhead costs since the end of the test year. 

Decision 72 177, February 1 1 ,  20 1 1 .  
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Q. 

A. 

Q. 
A. 

IV. 

Q. 

A. 

Q. 

A. 

DO THE CONTRACTUAL COSTS THE COMPANY HAS RECORDED I R  

EXPENSE FOR THE TEST YEAR INCLUDE ANY AFFILIATE PROFIT? 

No. The test year costs reflect actual costs. 

PLEASE DISCUSS ADJUSTMENT NOS. 10 AND 11. 

Adjustment 10 reflects interest synchronization with rate base. 

Adjustment 11 reflects the incomes taxes based upon the adjusted test yea1 

revenues and expenses and at the effective tax rate. The computation of the effective 

income tax rate follows the framework set-forth in Decision No. 73379. 

RATE DESIGN (H SCHEDULES). 

WHAT ARE THE COMPANY’S PRESENT AND PROPOSED RATES FOR 

WATER SERVICE? 

The Company’s present and proposed rates are shown on Schedule H-3. 

WHAT IS THE IMPACT OF THE COMPANY’S PROPOSED RATES ON A 

5/8X3/4 INCH METERED RESIDENTIAL CUSTOMER WITH AN AVERAGE 

BILL? 

As shown on Schedule H-2, page 1, the present monthly bill for a 5/8x3/4 inch metered 

residential customer using an average of 4,604 gallons is $30.94. The proposed monthly 

bill for a 518x314 inch metered residential customer using an average of 4,604 gallons 

would be $34.81, an increase of $3.87, or 12.50 percent above the present rates. 
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Q. 

A. 

Q. 

A. 

Q. 

A. 

HAS THE COMPANY PROPOSED A CHANGE IN THE OVERALL RATE 

DESIGN STRUCTURE AS PART OF ITS PROPOSAL? 

No. The Company rate design reflects the inverted-tier design adopted in the last case 

including the respective break-over points. The monthly minimums and commodity 

charges were increased to recover the Company’s proposed revenue requirement and in 

approximately the same overall proportions as the test year. In other words, under present 

rates, the Company recovered approximately 47.9 percent of revenues from the monthly 

minimums and 52.1 percent from the commodity rates. Under the proposed rates, the 

Company will recover approximately 47.6 percent of revenues from the monthly 

minimums and 52.4 percent from the commodity rates. Schedule H-3, pages 3 and 4, 

show the revenue recovery from the monthly minimums and commodity rates under 

present and proposed rates. 

ARE THERE ANY CHANGES TO THE MISCELLANEOUS SERVICE 

CHARGES? 

Yes. The Company proposes to: (i) eliminate the Establishment - After Hours ($40) and 

Reconnection - Delinquent and After Hours ($40) charges; and (ii) proposes to replace 

those charges with an After Hours Charge of $50. This charge will apply to all services 

provided after hours and at the customer’s request to have the service performed after 

regular business hours, 

ARE THERE ANY CHANGES TO THE METER AND SERVICE LINE 

INSTALLATION CHARGES? 

No. 
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Q. 
A. 

Q. 

A. 

ARE THERE ANY CHANGES TO THE OFF-SITE HOOK-UP FEES? 

No. 

DOES THIS CONCLUDE YOUR DIRECT TESTIMONY ON RATE BASE. 

INCOME STATEMENT AND RATE DESIGN? 

Yes. 
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RESUME OF THOMAS J. BOURASSA, CPA 

EDUCATIONAL BACKGROUND 

B.S. Northern Arizona University Chemistry/Accounting (1 980) 
M.B.A. University of Phoenix with Emphasis in Finance (1991) 
C.P.A. State of Arizona (1995) 
Continuing Professional Education - In areas of tax, accounting, management, 
economics, finance, business valuation, consulting, and ethics (80 hrs every two years) 

MEMBERSHIPS 
Arizona Society of CPAs 
Water Utilities Association of Arizona 
American Water Works Association 
Society of Regulatory Financial Analysts 

EMPLOYMENT EXPERIENCE 

1995 - Present CPA - Self Employed 
Consultant to utilities on regulatory matters including all aspects of 
rate applications (rate base, income statement, cost of capital, cost 
of service, and rate design), rate reviews, certificates of 
convenience and necessity (CC&N), CC&N extensions, financing 
applications, accounting order applications, and off-site facilities 
hook-up fee applications. Provide expert testimony as required. 

Consult on various aspects of business, financial and accounting 
matters including best business practices, generally accepted 
accounting principles, generally accepted ratemaking principles, 
project analysis, cash flow analysis, regulatory treatment of certain 
expenditures and investments, business valuations, and rate 
reviews. 

Litigation support services. 

1992- 1995 Employed by High-Tech Institute, Phoenix, Arizona as Controller 
and C.F.O. 

1989-1992 Employed by Alta Technical School, a division of University of 
Phoenix as Division Controller. 

1985- 1989 Employed by M.L.R. Builders, Tampa and Pensacola, Florida as 
Operations/Accounting Manager 

1982-1985 Employed by and part owner in Area Sand and Clay Company, 
Pensacola, Florida. 
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198 1 - I  982 Employed by Purdue University, West Lafayette, Indiana as 
Teaching Assistant. 
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SUMMARY OF REGULATORY WORK EXPERIENCE AS SELF EMPLOYED 
CONSULTANT 

COMPANY/CLIENT 
Tierra Buena Water Company 
ACC Docket No. W-02076A-15-013 

Red Rock Utilities, LLC 
ACC Docket No. W-04245A- 14-0295 

Quail Creek Water Company 
ACC Docket No. W-025 14A-14-0370 

Tonto Basin Water Company 
ACC Docket No. W-035 15A-14-03 10 

Navajo Water 
ACC Docket No. W-03511A-14-304 

Alaska Power Company 
Regulatory Commission of Alaska 
Docket No. U- 14-002 

Anchorage Municipal Light & Power 
Regulatory Commission of Alaska 
Docket No. U-13-184 

Liberty Utilities (Pine Bluff) Inc. 
Arkansas Public Service Commission 
Docket No. 14-020-U 

Abra Water Company 

FUNCTION 
Permanent Rate Application - Water 
Assisted in preparation of short-form 
schedules. 

Permanent Rate Application - Water and 
Wastewater. Prepared schedules and 
testified on Rate Base, Plant, Income 
Statement, Revenue Requirement, Rate 
Design, and Cost of Capital. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Permanent Rate Application - Water. 
Prepared short-form schedules for Rate 
Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Permanent Rate Application - Water. 
Prepared short-form schedules for Rate 
Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Prepared schedules and testified on cost of 
capital. 

Prepared schedules and testified on cost of 
capital. 

Permanent Rate Application - Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, Cost of Service, Rate 
Design, and Cost of Capital. 

Permanent Rate Application - Prepared 
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COMPANYKLIENT 
ACC Docket No. W-0 1 782A- 14-0084 

FUNCTION 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

EPCOR Water Arizona, Inc. 
ACC Docket No. W-0 1303A- 14-00 10 

Liberty Utilities (Midstates Natural Gas), 
Inc. 
Missouri Public Service Commission 
Case No. GR-20 14-0 1 52 

Hydro Resources, LLC. 
ACC Docket No. W-20770A-13-03 13 

Little Park Water Company 
ACC Docket No. W-02192A-13-0336 

Utility Source, LLC. 
ACC Docket No. WS-04235A-13-033 1 

Payson Water Company 
ACC Docket No. W-035 14A- 13-0 1 1 1 
ACC Docket No. W-03514A-13-0142 

Goodman Water Company 

Permanent Rate Application - Prepared 
rate designs and cost of Service studies for 
Mohave Water District, Mohave 
Wastewater District, Paradise Valley 
Water District, Tubac Water District, and 
Sun City Water District. 

Permanent Rate Application - Assist in 
preparing required rate application 
schedules for Rate Base, Plant, Income 
Statement, Revenue Requirement, and 
Rate Design. 

Certificate of Convenience and Necessity 
- Water. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, and initial rates. 

Permanent Rate Application - Water. 
Prepared short-form schedules for Rate 
Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design, and 
Cost of Capital. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Financing Application. Prepared financial 
ratios and debt surcharge mechanism. 

Valuation 
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COMPANYKLIENT 
Verde Santa Fe Wastewater 
ACC Docket No. SW-03437A-13-0292 

Lago Del Oro Water Company 
ACC Docket No. W-0 1944A-13-02 15 

Chaparral City Water Company 
ACC Docket No. W-02 1 1 3A- 13-0 1 1 8 

Las Quintas Serenas Water Company 
ACC Docket No. W-01583A-13-0117 

Southwest Environmental Utilities. Inc. 
ACC Docket No. WS-20878A-13-0065 

Litchfield park Service Company 

ACC Docket No. W-0 1428A- 13-0042 
ACC Docket NO. SW-0 I428A-I 3-0043 

Beaver Dam Water Company 
ACC Docket No. WS-03067A-12-0232 

Rio Rico Utilities 
ACC Docket No. WS-02676A-12-0 1 96 

Vail Water Company 
ACC Docket No. W-0 165 I B- 12-0339 

FUNCTION 
Permanent Rate Application - Sewer. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Cost of Service, Rate 
Design, and Cost of Capital. 

Permanent Rate Application - Prepared 
and testified on cost of service study. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Certificate of Convenience and Necessity 
-Water and Wastewater. Prepared pro- 
forma balance sheets, income statements, 
plant schedules, rate base, and initial rates. 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design, Cost 
of Service, and Cost of Capital. 

Permanent Rate Application. Prepared 
schedules on Plant, Income Statement, 
Revenue Requirement, and Rate Design. 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Cost of Service, 
Rate Design, and Cost of Capital. 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
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COMPANY/CLIENT FUNCTION 
Requirement, Cost of Service, Rate 
Design, and Cost of Capital. 

Avra Water Co-op. 
ACC Docket No. W-02126A-11-0480 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, Cost of Service, Rate 
Design, and Cost of Capital. 

Pima Utility Company 
ACC Docket No. W-02 199A-11-0329 
ACC Docket No. SW-02199A-11-0330 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Cost of Service, 
Rate Design, and Cost of Capital. 

Work on financing application. 

Liberty Utilities (CALPECO Electric), 
LLC) 
Docket No. 1 1202020 

Work on preparation of permanent rate 
application. Prepared schedules on Rate 
Base, Plant, Income Statement, Revenue 
Requirement. 

Livco Water Company 
ACC Docket No. SW-02563A-11-0213 

Permanent Rate Application - Water and 
Sewer. Prepared short-form schedules for 
Rate Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Orange Grove Water Company 
ACC Docket No. W-02237A-11-0180 

Permanent Rate Application. Prepared 
schedules on Plant, Income Statement, 
Revenue Requirement, and Rate Design. 

Goodman Water Company 
ACC Docket No. W-02500A- 1 0-03 82 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Doney Park Water 
ACC Docket No. W-0 14 I6A- 10-0450 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Grirnmelmann, et. al. v. Pulte Home 
Corporation, et. al., case no. CV-08-1878- 
PHX-FJM, the United States District Court 

Consultant to defendant and expert 
witness for defendant on rates and 
ratemaking. 
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COMPANYKLIENT 
for the District of Arizona. 

Southern Arizona Home Builders 
Association 

H20 Water Company 

Tierra Linda HOA Water Company 

Las Quintas Serenas Water Company 
ACC Docket No. W-O1583A-09-0589 

Coronado Utilities 
ACC Docket No. SW-04305A-09-0291 

Little Park Water Company 
ACC Docket No. W-02 I92A-09-053 1 

Sahuarita Water Company 
ACC Docket No. W-0371 SA-09-0359 

Bella Vista Water Company 
Southern Sunrise Water Company 
Northern Sunrise Water Company 
ACC Docket No. W-02465A-09-0414 
ACC Docket No. W-02453A-09-04 14 
ACC Docket No. W-02454A-09-04 14 

Rio Rico Utilities, Inc 
ACC Docket No. WS-02676A-09-0257 

FUNCTION 

Consultant on ratemaking aspects to line 
extension policies (electric). 

Valuation 

Valuation 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Permanent Rate Application - 
Wastewater. Prepared schedules and 
testified on Rate Base, Plant, Income 
Statement, Revenue Requirement, Rate 
Design, and Cost of Capital. 

Permanent Rate Application. Prepared 
schedules on Plant, Income Statement, 
Revenue Requirement, and Rate Design. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, Cost of 
Service, and Cost of Capital. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, Cost of 
Service, and Cost of Capital. 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design, and 
Cost of Capital. 
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COMPANYKLIENT FUNCTION 
Litchfield park Service Company 
ACC Docket No. SW-0 1428A-09-0 103 
ACC Docket No. W-0 1428A-09-0 104 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design, Cost 
of Service, and Cost of Capital. 

Town of Thatcher v. City of Safford, CV 
2007-240, Superior Court of Arizona 

Consultant to plaintiff on ratemaking and 
cost of service. 

Valencia Water Company 
California Public Utility Commission Case 

Cost of Capital 

NO. 09-05-002 

Valley Utilities 
ACC Docket No. W-0 14 12A-08-0586 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Black Mountain Sewer Company 
ACC Docket No. SW-02361A-08-0609 

Permanent Rate Application - Sewer. 
Prepared schedules and testified on Rate 
Bqse, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Far West Water and Sewer Company 
ACC Docket No. WS-03478A-08-0608 Rates) 

Interim Rate Application (Emergency 

Farmers Water Company 
ACC Docket No. W-01654A-08-0502 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Far West Water and Sewer Company 
ACC Docket No. WS-03478A-08-0454 

Permanent Rate Application. Sewer. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design and Cost of 
Capital. 

Ridgeline Water Company, LLC 
ACC Docket No. W-20589A-08-0173 

Certificate of Convenience and Necessity 
- Water. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, financing, and intitial 
rates. 
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COMPANY /CLIENT 
Sacramento Utilities, Inc. 
ACC Docket No. SW-20576A-08-0067 

Johnson Utilities 
ACC Docket No. WS-02987A-08-0180 

Orange Grove Water Company 
ACC Docket No. W-02237A-08-0455 

Far West Water and Sewer Company 
ACC Docket No. WS-03478A-07-0442 

Oak Creek Water No. 1 
ACC Docket No. W-01392A-07-0679 

ICR Water Users Association 
Docket W-02824-07-0388 

Johnson Utilities 

H20, lnc 
ACC Docket No. W-0 34A-07-0 50 

ACC Docket No. W-02 1 13A-07-055 1 
Chaparral City Water Company 

FUNCTION 
Certificate of Convenience and Necessity 
- Wastewater. Prepared pro-forma 
balance sheets, income statements, plant 
schedules, rate base, and financing. 

Permanent Rate Application. Water and 
Sewer. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design and 
Cost of Capital. 

Participate in 40-252 proceeding. 

Permanent Rate Application. Prepared 
schedules on Plant, Income Statement, 
Revenue Requirement, and Rate Design. 

Financing Application. Prepare schedules 
to support application. 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Valuation consultant in the matter of the 
sale of Johnson Utilities assets to the 
Town of Florence. 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, Plant, 
Income Statement, Revenue Requirement, 
Rate Design, and Cost of Capital. 
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COMPANY/CLIENT 
Valley Utilities 
ACC Docket No. W-O1412A-07-0561 

Valley Utilities 
ACC Docket No. W-01412A-07-280 

Val ley Uti I ities 
ACC Docket No. W-0 14 12A-07-0278 

Litchfield Park Service Company 
ACC Docket No. W-O1427A-06-0807 

Golden Shores Water Company 
ACC Docket No. W-0 1 8 15A-07-0117 

Diablo Village Water Company 
ACC Docket No. W-02309A-07-0 140 

Diablo Village Water Company 
ACC Docket No. W-02309A-07-0399 

Sahuarita Water Company 
(Rancho Sahuarita Water Co.) 
ACC Docket No. W-0371 SA-07-0687 

Utility Source, L.L.C. 
ACC Docket No. WS-04235A-06-0303 

FUNCTION 
Financing Application. Prepare schedules 
to support application. 

Emergency Rate Application. Prepare 
schedules to support application. 

Accounting Order. Assist in preparing 
definition and scope of costs for deferral 
for future regulatory consideration and 
treatment. 

Accounting Order. Assist in preparing 
definition and scope of costs for deferral 
for future regulatory consideration and 
treatment. 

Permanent Rate Application. Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Off-site facilities hook-up fee application. 
Prepare schedules to support application. 

Permanent Rate Application (Class C). 
Water. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
Revenue Requirement, Rate Design, and 
Cost of Capital. 

Extension Certificate of Convenience and 
Necessity - Water. Prepared pro-forma 
balance sheets, income statements, plant 
schedules, rate base, and financing. 

Permanent Rate Application- Water and 
Wastewater. Prepared schedules and 
testified on Rate Base, Plant, Income 
Statement, Revenue Requirement, Rate 
Design, and Cost of Capital. 
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COMPANY /CLIENT 
Tierra Buena Water Company 

Goodman Water Company 
ACC Docket No. W-02500A-06-028 1 

Links at Coyote Wash Utilities 
ACC Docket No. SW-042 l0A-06-0220 

New River Utilities 
ACC Docket No. W-0 173A-06-0 17 1 

Johnson Utilities 
ACC Docket No. WS-02987A-04-0501 
Docket WS-02987A-04-0177 

Bachmann Springs Utility 
ACC Docket No. WS-03953A-07-0073 

Avra Water Cooperative 
ACC Docket No. W-02 I26A-06-0234 

Gold Canyon Sewer Company 
ACC Docket No. SW-025 19 I A-06-00 15 

State of Arizona v. Far West Water and 
Sewer, No. 1 CA-CR 06-01 60 

Far West Water and Sewer Company 

FUNCTION 
Valuation of Tierra Buena Water 
Company for estate purposes. 

Permanent Rate Application (Class C). 
Water. Prepared schedules and testified 
on Rate Base, Plant, Income Statement, 
and Cost of Capital. 

Certificate of Convenience and Necessity 
- Sewer. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, financing, and initial 
rate design. 

Extension Certificate of Convenience and 
Necessity - Water. Prepared pro-forma 
balance sheets, income statements, plant 
schedules, rate base, and financing. 

Extension of Certificate of Convenience 
and Necessity - Sewer. Prepared pro- 
forma balance sheets, income statements, 
plant schedules, rate base, financing, and 
initial rate design. 

Permanent Rate Application - Water and 
Sewer. Prepared short-form schedules for 
Rate Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Permanent Rate Application - Sewer. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Expert witness on behalf of defendant in 
penalty phase of case. 

Permanent Rate Application - Sewer. 

Exhibit TJB-1 
Page 11 of 15 



COMPANYKLIENT 
ACC Docket No. WS-03478A-05-0801 

Black Mountain Sewer Company 
ACC Docket No. SW-02361 A-05-0657 

Balterra Sewer Company 
ACC Docket No. SW-02304A-05-0586 

Community Water Company of Green 
Valley 
ACC Docket No. W-02304A-05-0830 

McClain Water Systems 
Northern Sunrise Water 
Southern Sunrise Water 
ACC Docket No. W-020453A-06-025 1 

Valley Utilities Water Company 
ACC Docket No. W-0 14 12A-04-0376 

Valley Utilities Water Company 
ACC Docket No. W-O1412A-04-0376 

Beardsley Water Company 
ACC Docket No. W-02074A-04-0358 

Pine Water Company, Inc. 
ACC Docket No. W-035 12A-03-0279 

FUNCTION 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Permanent Rate Application - Sewer. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, Rate Design, and Cost of 
Capital. 

Certificate of Convenience and Necessity 
- Sewer. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, financing, and initial 
rate design. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, Revenue 
Requirement, and Rate Design. 

Certificate of Convenience and Necessity 
- Water. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, financing, and initial 
rate design. 

Off-site facilities hook-up fee application. 
Prepare schedules to support application. 

Permanent Rate Application - Water. 
Prepared schedules and testified on Rate 
Base, Plant, Income Statement, and 
Revenue Requirement. Assisted in 
preparation of Rate Design. 

Permanent Rate Application - Water. 
Prepared short-form schedules for Rate 
Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Interim and Permanent Rate Application, 
Financing Application - Water. Prepared 
schedules and testified on Rate Base. 

Exhibit TJB-I 
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COMPANYKLIENT FUNCTION 
Plant, Income Statement, Cost of Capital, 
and Rate Design. 

Chaparral City Water Company 
ACC Docket No. W-02 1 1 3A-04-06 1 6 

Tierra Linda Home Owners Association 
ACC Docket No. W-0423A-04-0075 

Diamond Ventures - Red Rock Utilities 
ACC Docket No. WS-04245A-04-0184 

Arizona-American Water Company, Inc. 
ACC Docket No. WS-O1303A-02-0867 
ACC Docket No. WS-O1303A-02-0868 
ACC Docket No. WS-01303A-02-0869 
ACC Docket No. WS-01303A-02-0870 
ACC Docket No. WS-0 1303A-02-0908 

Bella Vista Water Company, Inc. 
ACC Docket No. W-02465A-0 1-0776 

Green Valley Water Company 
Docket (2000 Not Filed) 

Gold Canyon Sewer Company 
ACC Docket No. SW-025 19A-00-0638 

Permanent Rate Application. Prepared 
schedules and testified on Rate Base, 
Plant, and Income Statement. Assisted in 
preparation Rate Design. 

Certificate of Convenience and Necessity 
- Water. Prepared pro-forma balance 
sheets, income statements, plant 
schedules, rate base, financing, and initial 
rate design. 

Certificate of Convenience and Necessity 
- Water and Sewer. Prepared pro-forma 
balance sheets, income statements, plant 
schedules, rate base, financing, and initial 
rate design. 

Permanent Rate Application Water and 
Sewer ( 1  0 divisions). Prepared schedules 
and testimony on Rate Base, Plant, 
Income Statement, and Revenue 
Requirement. Assisted in preparation of 
Rate Design. 

Permanent Rate Application - Water. 
Prepared schedules and testimony on Rate 
Base, Plant, Income Statement, and 
Revenue Requirement. Assisted in 
preparation of Cost of Capital and Rate 
Design. 

Permanent Rate Application. Prepared 
schedules and testimony on Rate Base, 
Plant, Income Statement, and Revenue 
Requirement. Assisted in preparation of 
Cost of Capital and Rate Design. 

Permanent Rate Application - Sewer. 
Prepared schedules and testimony on Rate 

Exhibit TJB-1 
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COMPANYKLIENT 

Rio Verde Utilities, Inc. 
ACC Docket No. WS-02156A-00-032 I 

Livco Water Company 
Livco Sewer Company 
ACC Docket No. SW-02563A-05-0820 

Livco Water Company 
ACC Docket No. SW-02563A-07-0506 

Cave Creek Sewer Company 

Avra Water Cooperative 
ACC Docket No. W-02 126A-00-0269 

Town of Oro Valley 

Far West Water Company 
ACC Docket No. WS-03478A-99-0144 

MHC Operating Limited Partnership 
Sedona Venture Wastewater 
ACC Docket No. W- 

Vail Water Company 

FUNCTION 
Base, Plant, Revenue Requirement, and 
Income Statement. Assisted in 
preparation of Cost of Capital and Rate 
Design. 

Permanent Rate Application - Water and 
Sewer. Prepared schedules and testimony 
on Rate Base, Plant, Revenue Requirement, 
and Income Statement. Assisted in 
preparation of Cost of Capital and Rate 
Design. 

Permanent Rate Application - Water. 
Prepared short-form schedules for Rate 
Base, Income Statement, Plant, Bill 
Counts, and Rate Design. 

Permanent Rate Application - Water and 
Sewer. Prepared short-form schedules for 
Rate Base, lncome Statement, Plant, Bill 
Counts, and Rate Design. 

Revenue Requirement, Rate Adjustment 
and Rate Design - Sewer. 

Permanent Rate Application - Water. 
Assisted in preparation of Rate Base, Plant, 
Income Statement, Revenue Requirement, 
and Rate Design. 

Revenue Requirements, Water Rate 
Adjustments and Rate Design. 

Permanent Rate Application - Water. 
Assisted in preparation of schedules for 
Rate Base, Income Statement, Revenue 
Requirement, Lead-Lag Study, Cost of 
Capital, and Rate Design. 

Permanent Rate Application - Sewer. 
Assisted in preparation of schedules for 
Rate Base, Plant, Income Statement, and 
Rate Design. 

Permanent Rate Application. Assisted in 
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COMPANYKLIENT 
ACC Docket No. W-0 165 1B-99-0406 

E&T Water Company 
ACC Docket No. W-O1409A-95-0440 

New River Utility 
ACC Docket No. W-0 1737A-99-0633 

Golden Shores Water 
ACC Docket No. W-018 15A-98-0645 

Ponderosa Utility Company 
ACC Docket No. W-0 17 17A-99-0572 

Chaparral City Water Company 
Docket ( I  999 Not Filed) 

FUNCTION 
preparation of schedules for Rate Base, 
Plant, Income Statement, and Rate Design. 

Permanent Rate Application - Water. 
Assisted in preparation of schedules for 
Rate Base, Plant, Income Statement, and 
Rate Design. 

Permanent Rate Application - Water. 
Assisted in preparation of schedules for 
Rate Base, Plant, Income Statement, and 
Rate Design. 

Permanent Rate Application - Water. 
Assisted in preparation of schedules for 
Rate Base, Plant, Income Statement, and 
Rate Design. 

Permanent Rate Application - Water. 
Assisted in preparation of schedules for 
Rate Base, Plant, Income Statement, and 
Rate Design. 

Permanent Rate Application - Water. 
Prepared schedules and testimony on Rate 
Base, Plant, Revenue Requirement, and 
Income Statement. Assisted in preparation 
of Cost of Capital and Rate Design. 
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Q. 
A. 

Q. 

A. 

11. 

Q. 

A. 

INTRODUCTION. 

PLEASE STATE YOUR NAME AND ADDRESS. 

My name is Thomas J. Bourassa. My business address is 139 W. Wood Drive, Phoenix, 

Arizona 85029. 

ARE YOU THE SAME THOMAS J. BOURASSA THAT FILED DIRECT 

TESTIMONY ON RATE BASE, INCOME STATEMENT, REVENUE 

REQUIREMENT AND RATE DESIGN IN THIS DOCKET? 

Yes, and all of my background information and testimony regarding my qualifications is 

contained in that portion of my direct testimony. 

SUMMARY OF TESTIMONY AND THE PROPOSED COST OF CAPITAL FOR 

THE COMPANY. 

WHAT IS THE PURPOSE OF THIS PORTION OF YOUR DIRECT 

TESTIMONY? 

This portion of my direct testimony will focus on cost of capital issues. I will testify in 

support of Sahuarita Water Company, L.L.C.’s (“SWC” or “the Company”) proposed rate 

of return on its fair value rate base. I am sponsoring the Company’s “D” Schedules, 

which are attached to this testimony. Also attached to this testimony are Exhibits TJB- 

COC-DT-1 through TJB-COC-DT-2, which are discussed herein. As noted above, I am 

also sponsoring direct testimony that addresses the Company’s rate base, income 

statement (revenue and operating expenses), required increase in revenue, and its rate 

design and proposed rates and charges for service. For the convenience of the 

Commission and the parties, that testimony and my related schedules are being filed 
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A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

separately. 

PLEASE SUMMARIZE YOUR COST OF CAPITAL TESTIMONY. 

I have determined that the cost of equity for the publicly traded water utilities falls in the 

range of 9.8 percent to 1 1.10 percent with an average of 10.30 percent. After considering 

the differences in business and financial risk between SWC and the publicly traded water 

utilities, the cost of equity for SWC falls in the range of 10.4 percent to 11 .O percent with 

a mid-point of 10.7 percent. I am recommending a return on equity (“ROE”) of no less 

than 10.5 percent for SWC. 

WHAT IS THE RECOMMENDED CAPITAL STRUCTURE FOR SWC? 

The actual capital structure at the end of the test year (December 31, 2014) was 

approximately 20.57 percent debt and 79.43 percent equity. The Company is proposing 

this capital structure for ratemaking purposes. 

WHAT IS THE RECOMMENDED COST OF DEBT? 

The Company’s recommended cost of debt is 4.2 percent. The cost of debt is based upon 

the current cost of debt on SWC’s Water Infrastructure Finance Authority (“WIFA”) loan. 

WHAT IS THE WEIGHTED AVERAGE COST OF CAPITAL? 

The weighted cost of capital is 9.2 percent as shown on Schedule D-1 . 

PLEASE SUMMARIZE THE APPROACH YOU USED TO ESTIMATE THE 

COST OF EQUITY FOR THE COMPANY. 

The cost of equity for SWC cannot be estimated directly because the Company’s equity is 

not in the form of a publicly traded security and thus there is no market data for SWC. 
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111. 

Q* 
A. 

Q. 
A. 

Consequently, I applied market-based models (Discounted Cash Flow (“DCF”), Risk 

Premium Model (“WM’), and CAPM (“CAPM’)), using data from a sample of water 

utilities selected from the Value Line Investment Survey. There are seven water utilities 

I 

in my sample: American States Water, Aqua America, California Water, Connecticut 

Water, Middlesex Water, SJW Corp., and York Water Company. As explained later in my 

testimony, these companies aren’t really comparable to SWC, but they are utilities with 

available market data and the Utilities Division Staff has relied on data for these water 

utilities in a number of recent water and sewer utility rate cases. 

OVERVIEW OF THE RELATIONSHIP BETWEEN RISK AND THE EXPECTED 

RETURN ON INVESTMENT. 

PLEASE DEFINE THE COST OF EQUITY. 

The cost of equity is the rate of return that equity investors expect to receive on their 

investment. Investors can choose from numerous investment options, not simply publicly 

traded stock. Investments have varying degrees of risk, ranging from relatively low risk 

assets such as Treasury securities to somewhat higher risk corporate bonds to even higher 

risk common stocks. As the level of risk increases, investors require higher returns on 

their investment. The cost of equity is therefore expected rate of return that that the 

market requires to attract funds to a particular investment.’ Finance models that are used 

to estimate the cost of equity rely on this basic concept. 

CAN YOU ILLUSTRATE THE CAPITAL MARKET RISK-RETURN CONCEPT? 

Yes. The following graph depicts the risk-return relationship that has become widely 

Shannon P. Pratt and Roger J. Grabowski, Cost of capital: Applications and Examples 5Ih Ed. (Hoboken, 1 

NJ, John Wiley and Sons, 2014); p. 2. 
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A. 

known as the Capital Market Line (“CML”). The CML illustrates 

risk-return relationship. 

The Capital Market Line (CML) 

Expected Rate of 
Return 

20% 

15% 

10% 

5% 

n a general way the 

Higher d 
Risk 

The CML can be viewed as a continuum of the available investment opportunities for 

investors. Investment risk increases as you move upward and to the right along the CML. 

Again, the return required by investor’s increases with the risk. 

HOW DOES THE RISK-RETURN TRADE OFF CONCEPT WORK IN THE 

CAPITAL MARKET? 

As indicated by the CML, the allocation of capital in a free market economy is based upon 

the relative risk of, and expected return from, an investment. In general, investors rank 

investment opportunities in the order of their relative risks. Investment alternatives in 

which the expected return is commensurate with the perceived risk become viable 
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investment options. If all other factors remain equal, the greater the risk, the higher the 

rate of return investors will require to compensate them for the possibility of loss of either 

the principal amount invested or the expected annual income from such investment. 

Short-term Treasury bills provide a high degree of certainty and in nominal terms 

(after considering inflation) are considered virtually risk free. Long-term bonds and 

preferred stocks, having priority claims to assets and fixed income payments, are 

relatively low risk, but are not risk free. The market values of long-term bonds often 

fluctuate when government policies or other factors cause interest rates to change. 

Common stocks are higher and to the right on the CML continuum because they are 

exposed to more risk. Common stock risk includes the nature of the underlying business 

and financial strength of the issuing corporation as well as market-wide factors, such as 

general changes in capital costs. 

The capital markets reflect investor expectations and requirements each day 

through market prices. Prices for stocks and bonds change to reflect investor expectations 

and the relative attractiveness of one investment relative to others. While the example 

provided above seems straightforward, returns on common stocks are not directly 

observable in advance, in contrast to debt or preferred stocks with fixed payment terms. 

This means that these returns must be estimated from market data. Estimating the cost of 

equity capital should be a matter of informed judgment about the relative risk of the 

investment in question and the expected rate of return characteristics of other alternative 

investments. 

The estimation of a utility’s cost of equity is complex. It requires an analysis of 

the factors influencing the cost of various types of capital, such as interest on long-term 

debt, dividends on preferred stock, and earnings on common equity. The data for such an 

analysis comes from highly competitive capital markets, where the firm raises funds by 

issuing common stock, selling bonds, and by borrowing (both long- and short-term) from 
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A. 

Q. 

A. 

banks and other financial institutions. In the capital markets, the cost of capital, whether 

the capital is in the form of debt or equity, is determined by two important factors: (1) The 

pure or real rate of interest, often called the risk-free rate of interest; and (2) The 

uncertainty or risk premium (the compensation the investor requires over and above the 

real or pure rate of interest for subjecting his capital to additional risk). 

PLEASE DISCUSS THESE FACTORS IN GREATER DETAIL. 

The pure rate of interest essentially reflects both the time preference for and the 

productivity of capital. From the standpoint of the individual, it is the rate of interest 

required to induce the individual to forgo present consumption and offer the funds thus 

saved to others for a specified length of time. Moreover, the pure rate of interest concept 

is based on the assumption that no uncertainty effects the investment undertaken by the 

individual, Le., there is no doubt that the periodic interest payments will be made and the 

principal returned at the end of the time period. In reality, investments without any risk 

do not exist. Every commitment of funds involves some degree of uncertainty. 

Turning to the second factor affecting the cost of capital, it is generally accepted 

that the higher the degree of uncertainty, the higher the cost of capital. Investors are 

regarded as risk adverse and require that the rate of return increase as the risk(s) 

(uncertainty) associated with an investment increase(s). 

CAN YOU PROVIDE SOME PERSPECTIVE ON YOUR PREVIOUS 

DISCUSSION WITH RESPECT TO RETURNS ON COMMON STOCKS? 

Yes. Conceptually, 

[ 13 Required Return for Return on a 
Common Stocks - - risk-free asset + Risk Premium 

where the risk premium investors require for common stocks will be higher than the risk 
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Q. 

A. 

premium they require for investment grade bonds. This relationship is depicted in the 

graph of the CML above. As I will discuss later in this testimony, this concept is the basis 

of risk premium methods, such as the Capital Asset Pricing Model (“CAPM’), that are 

used to estimate the cost of equity. 

PLEASE DISCUSS IN MORE DETAIL THE IMPACT OF RISK ON CAPITAL 

COSTS. 

With reference to specific utilities, risk is often discussed as consisting of two separate 

types of risk: business risk and financial risk. 

Business risk, the basic risk associated with any business undertaking, is the 

uncertainty associated with the enterprise’s day-to-day operations. In essence, it is a 

function of the normal day-to-day business environment, both locally and nationally. 

Business risks include the condition of the economy and capital markets, the state of labor 

markets, regional stability, government regulation, technological obsolescence, and other 

similar factors that may impact demand for the business product and its cost of 

production. For utilities, business risk also includes the volatility of revenues due to 

abnormal weather conditions, degree of operational leverage, regulation, and regulatory 

climate. Regulation, for example, can compound the business risk if it is unpredictable in 

reacting to cost increases, both in terms of the time lag and magnitude for recovery of 

such increases. Regulatory lag makes it difficult to earn a reasonable return, particularly 

in an inflationary environment and/or when there is significant lag between the timing of 

investment in capital projects and its recognition in rates. Put simply, the greater the 

degree of uncertainty regarding the various factors affecting a company’s business, the 

greater the risk of an investment in that company and the greater the compensation 

required by the investor. 

Financial risk, on the other hand, concerns the distribution of business risk to the 
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Q* 

A. 

Q. 

A. 

various capital investors in the utility. As I discussed earlier, permanent capital is 

normally divided into three categories: long-term debt, preferred stock, and common 

equity. Because common equity owners have only a residual claim on earnings after debt 

and preferred stockholders are paid, financial risk tends to be concentrated in that element 

of the firm’s capital. Thus, a decision by management to raise additional capital by 

issuing additional debt concentrates even more of the financial risk of the utility in the 

common equity owners. 

WHAT ARE THE DETERMINANTS OF THE RISK FREE RATE IN EQUATION 

[I]? 

The risk-free rate can be disaggregated in to a “real” rate of interest and an inflation 

premium (expected future inflation). 

WHAT ARE THE DETERMINANTS OF THE REQUIRED RISK PREMIUM 

FROM EQUATION [I]? 

The risk premium can be disaggregated into five general components: 1) Interest Rate 

Risk; 2) Business Risk; 3) Regulatory Risk; 4) Financial Risk; and, 5 )  Liquidity Risk.2 

Interest Rate Risk refers to the variability in return caused by subsequent changes 

in interest rates and stems from the inverse relationship between interest rates and asset 

prices. For example, bond prices fall when interest rates rise and visa versa. 

Business risk, the basic risk associated with any business undertaking, is the 

uncertainty associated with the enterprise’s day-to-day operations. In essence, it is a 

function of the normal day-to-day business environment, both locally and nationally 

which collectively increase the probability that expected future income flows accruing to 

investors may not be realized. Business risks include the condition of the economy and 

Dr. Roger Morin, New Regulatory Finance (Vienna Virginia, Public Utilities Reports 2006); p. 36. 2 
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capital markets, the state of labor markets, regional stability, technological obsolescence, 

degree of competition, sales volatility, government regulation, and other similar factors 

that may impact demand for the business product and its cost of production. For utilities, 

business risk also includes the volatility of revenues due to abnormal weather conditions 

and the degree of operational leverage. 

Regulatory risk refers to the quality and consistency of regulation applied to a 

given regulated utility. Regulatory jurisdictions are evaluated on the basis of three major 

factors: earnable return on equity, regulatory quality, and regulatory  practice^.^ These 

three factors collectively impact a utility ability to earn its authorized return. The type of 

test year employed (historical or future), length of regulatory lag, capital structure and rate 

base issues, and length of regulatory lag are among the reasons a utility may or may not 

have a reasonable opportunity to earn its authorized return. 

Regulation can compound the business risk if it is unpredictable in reacting to cost 

increases, both in terms of the time lag and magnitude for recovery of such increases. 

Regulatory lag makes it difficult to earn a reasonable return, particularly in an inflationary 

environment and/or when there is significant lag between the timing of investment in 

capital projects and its recognition in rates. Put simply, the greater the degree of 

uncertainty regarding the various factors affecting a company’s business, the greater the 

risk of an investment in that company and the greater the compensation required by the 

investor. 

Financial risk concerns the distribution of business risk to the various capital 

investors in the utility and refers to the additional variability imparted to income available 

to common shareholders stemming from the company’s method of financing its capital 

needs. Permanent capital is normally divided into three categories: long-term debt, 

preferred stock, and common equity. Because common equity owners have only a 

Morin, p.43. 
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residual claim on earnings after debt and preferred stockholders are paid, financial risk 

tends to be concentrated in that element of the firm’s capital. Thus, a decision by 

management to raise additional capital by issuing additional debt concentrates even more 

of the financial risk of the utility in the common equity owners. 

Construction risk is an important component of financial risk. Construction risk is 

the risk of both tying capital up in projects that are not earning returns, or of not having 

sufficient capital to build the assets you need to keep generating returns. If a company has 

a large construction budget relative to internally generated cash flows, it will require 

external financing which will also have an impact on financial risk. It is important that 

companies have access to capital funds on reasonable terms and conditions. Utilities are 

more susceptible to construction risk for two reasons. First, water and wastewater utilities 

generally have high capital requirements to build plant to serve customers. Second, 

utilities have a mandated obligation to serve leaving less flexibility both in the timing and 

discretion of scheduling capital projects. This is compounded by the limited ability to 

wait for more favorable market conditions to raise the capital necessary to fund the capital 

projects, and then the lag between when plant can be built and when rates can be approved 

to provide returns on and of that capital. It is imperative there is access to needed capital 

and on reasonable terms and conditions. The return allowed on common equity will have 

a critical role in determining those terms and  condition^.^ 
Although often discussed separately, the two types of risks (business and financial) 

are interrelated. A study by Scott and Martin found statistically significant results for 

unregulated firms in twelve industries that “smaller equity ratios (higher leverage use) are 

generally associated with larger cornpanie~.”~ One should expect unregulated enterprises 

Morin, p. 48. 
Scott, D.F. and Martin, J.D., “Industry Influence on Financial Structure,” Financial Manugement, Spring 

4 

5 

1975, pp. 67-71. 
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Q. 
A. 

IV. 

Q. 

A. 

to seek the best balance between debt and equity to obtain the lowest overall cost of 

capital. The findings of Scott and Martin suggest smaller firms found it prudent to offset 

higher business risks related to being small by reducing financial risk. This evidence 

suggests the least cost equity ratio for SWC may be bigger than the average equity ratio 

for the benchmark water proxy group. 

Finally, Liquidity Risk refers to the ability to readily convert an investment into 

cash without sustaining a loss. Capital market theory generally assumes that investments 

are liquid and observations about risk and return are drawn from information about liquid 

investments. Non-publicly traded or privately-held investments possess little liquidity. 

IS INVESTMENT RISK SIZE RELATED? 

Yes. Investment risk is size related.6 In other words, investment risk increases as 

company size  decrease^.^ Investment liquidity may be a significant factor explaining this 

relationship. However, the illiquidity of smaller stocks does not capture the size effect 

completely.* Size may be a proxy for one or more true unknown factors correlated with 

size. 9 

THE MEANING OF “JUST AND REASONABLE” RATE OF RETURN. 

HAVE THE COURTS SET FORTH ANY CRITERIA THAT GOVERN THE 

RATE OF RETURN THAT A UTILITY’S RATES SHOULD PRODUCE? 

Yes. In 1923, the U.S. Supreme Court set forth the following criteria for determining 

whether a rate of return is reasonable in Bluefield Water Works and Improvement Co. v. 

Morin, p. 49. 
Id. 
Duff & Phelps, 2015 Valuation Handbook; Guide to Cost of Capital (Hoboken, NJ, John Wiley and 

Duff & Phelps, p.4-25. 

8 

Sons, 2014); p. 4-21 - 4-22. 
9 
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A. 

Public Service Commission of West Virginia, 262 U.S. 679, 692-93 (1923): 

A public utility is entitled to such rates as will permit it to earn a return on 
the value of the property which it employs for the convenience of the 
public equal to that generally being made at the same time and in the same 
general part of the country on investments on other business undertakings 
which are attended by corresponding risks and uncertainties . . . . The return 
should be reasonably sufficient to assure confidence in the financial 
soundness of the utility and should be adequate, under efficient and 
economical management, to maintain and support its credit and enable it to 
raise money necessary for the proper discharge of its public duties. A rate 
of return may be reasonable at one time and become too high or too low by 
changes affecting opportunities for investment, the money market, and 
business conditions generally. 

Then, in Federal Power Commission v. Hope Natural Gus Co., 320 U.S. 591 (1944)’ the 

U.S. Supreme Court stated the following regarding the return to owners of a company: 

[Tlhe return to the equity owner should be commensurate with 
returns on investments in other enterprises having corresponding 
risks. That return, moreover, should be sufficient to assure 
confidence in the financial integrity of the enterprise, so as to 
maintain its credit and to attract capital. 

320 U.S. at 603. 

In summary, under Hope and BlueJield 

(1) The rate of return should be similar to the return in businesses with similar 

or comparable risks; 

(2) The return should be sufficient to ensure the confidence in the financial 

integrity of the utility; and 

The return should be sufficient to maintain and support the utility’s credit. ( 3 )  

HAVE THESE CRITERIA BEEN APPLIED IN REGULATORY PROCEEDINGS? 

Yes, but the application of the “reasonableness” criteria laid down by the Supreme Court 

has resulted in controversy. The typical method of computing the overall cost of capital is 

quite straightforward: it is the composite, weighted cost of the various classes of capital 
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V. 

Q. 

A. 

(debt, preferred stock, and common equity) used by the utility. Calculating the proportion 

that each class of capital bears to total capital does the weighting. However, there is no 

consensus regarding the best method of estimating the cost of equity capital. The 

increasing regulatory use of market-based finance models in equity return determination 

has not led to a universally accepted means of estimating the ROE. In addition, the 

market-based results are too often applied to a book-value investment base, which, as I 

will discuss, understates the return expected by investors who invest in real markets based 

on market values. 

THE ESTIMATED COST OF EQUITY FOR SWC. 

A. The Publicly Traded Utilities That Comprise the Sample Group Used to 

Estimate the Company’s Cost of Equity. 

PLEASE DESCRIBE THE APPROACH YOU FOLLOWED IN YOUR COST OF 

CAPITAL ANALYSIS FOR SWC. 

Again, estimating the cost of equity is a matter of informed judgment. The development 

of an appropriate rate of return for a regulated enterprise involves a determination of the 

level of risk associated with that enterprise and the determination of an appropriate return 

for that risk level. Practitioners employ various techniques that provide a link to actual 

capital market data and assist in defining the various relationships that underlie the equity 

cost estimation process. 

Since SWC is not publicly traded, the information required to directly estimate its 

cost of equity is not available. Accordingly, as previously noted, I used a sample group of 

water utilities as a starting point to develop an appropriate cost of equity for SWC. An 

analysis of a proxy group serves as a starting point because no proxy group can be 
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Q. 

A. 

selected to be identical in risk to SWC. Therefore, the proxy group's results must be 

adjusted to reflect the unique relative risks, financial and business risks, of SWC, as I will 

discuss in detail below. 

For the three models contained in my analysis, I use data from a sample of 

publicly traded water utilities, or proxy group, selected from the Value Line lnvestmeni 

Survey as a starting point in my analysis. There are seven water utilities in my sample: 

American States Water (AWR), Aqua America (WTR), California Water Company 

(CWT), Connecticut Water (CTWS), Middlesex Water (MSEX), SJW Corp. (SJW), and 

York Water Company (YORW). 

The basis of selection for the proxy group of seven water companies was to select 

those companies which meet the following criteria: 1) they are included in the Water 

Company Group of AUS Utility Reports (August 2014); 2) they are followed by the Value 

Line Investment Survey; 3 )  they have at least ten years of historical financial and market 

information; 4) they have a Value Line adjusted beta; 5 )  they have not cut or omitted their 

common dividends during the five years ending 2013 or through the time of the 

preparation of this testimony; 6) they have 60 percent or greater of 2013 total net 

operating income derived from regulated water operations; and 7) which, at the time of the 

preparation of this testimony, had not publicly announced that they were involved in any 

major merger or acquisition activity. 

ARE THE WATER UTILITIES IN YOUR SAMPLE DIRECTLY COMPARABLE 

TO SWC? 

No, but they are utilities for which market data is available. All of them are regulated, 

they primarily provide water service, although some provide both water and wastewater 

services, and their primary source of revenues is from regulated services. Therefore, they 

provide a useful starting point for developing a cost of equity for the Company 
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A. 

Q. 

A. 

recognizing that the proxy group is not perfectly comparable to SWC. 

BRIEFLY, WHY IS A COMPARABLE PROXY GROUP NECESSARY IN A 

COST OF CAPITAL ANALYSIS? 

First, a fair rate of return for a specific utility is the return required by investors to hold 

correspondingly risky assets. Market data for a sample of comparable risk companies 

provides insight into the investors’ required return and that satisfies the U.S. Supreme 

Court’s decisions in Bluefield and Hope which I discussed earlier. The comparable 

earnings standard set forth in the Hope and Bluefield decisions require the rate of return 

afforded, to utilities be similar to the return in businesses with similar or comparable risks. 

It follows that a proxy group of companies with comparable risk is the starting point in a 

cost of capital analysis. 

Second, a primary objective of rate regulation is to determine an authorized ROE 

that is both fair to customers and provides satisfactory returns for SWC. The best estimate 

of that ROE is SWC’s cost of equity. The cost of equity is a cost of service fairly 

recovered from customers through rates. It is also satisfactory to SWC because it is 

commensurate with returns an investor in SWC would expect to earn from investments of 

comparable risk. To estimate the cost of equity requires market data that reveal investor’s 

required returns. But, SWC is not publicly traded so there is no market information to 

determine the cost of equity. This necessitates the selection of a proxy group. 

PLEASE PROVIDE A GENERAL DESCRIPTION OF THE WATER UTILITIES 

IN YOUR SAMPLE. 

Schedule D-4.2 lists the percentages of regulated revenues, operating revenues, net plant, 

S&P bond ratings, allowed ROE’S, Value Line betas, market capitalization, and market 

size category for the seven water utilities. Comparative data for SWC is also shown in 
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Schedule D-4.2. The seven sample companies may be generally described as follows: 

American States Water (AWR) primarily serves the California market 

through Golden State Water Company, which provides water services to 

over 256,000 customers within 75 communities in 10 counties in the State 

of California, primarily in Los Angeles, San Bernardino, and Orange 

counties. AWR also owns an electric utility service provider (Bear Valley 

Electric Service) with over 23,600 customers. AWR also provides 

contractual services to the U.S. government and private entities located in 5 

states through its subsidiary, American States Utility Services. Total 

operating revenues for AWR are nearly $465 million and net plant is 

nearly $999 million. 

Aqua America (WTR) owns regulated utilities in Pennsylvania, Ohio, 

Worth Carolina, Illinois, Texas, New Jersey, Indiana, and Virginia, serving 

nearly 940,000 customers. WTR’ s utility base is diversified among 

residential water, commercial water, fire protection, industrial water, other 

water, and wastewater customers. Total operating revenues for WTR are 

nearly $780 million and net plant is over $4.4 billion. 

California Water Service Group (C WT) owns subsidiaries in California, 

New Mexico, Washington, and Hawaii serving nearly 506,000 customers. 

CWT also owns HWS Utility Services which conducts the Company’s 

non-regulated business. These services include providing billing, water 

quality testing, and water and wastewater system operations and 

management services to cities and other companies. Operating revenues 

for CWT are nearly $598 million and net plant is nearly $1.6 billion. 

Connecticut Water Services (CTWS) owns subsidiaries in Connecticut and 
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Maine serving over 123,000 customers. CTWS also provides utility 

operating services under contract to municipalities and other water 

systems, Revenues for CTWS are nearly $95 million and net plant is nearly 

$495 million. 

Middlesex Water (MSEX) owns subsidiaries in New Jersey, and Delaware 

serving over 100,000 customers and provides water service under contraci 

to municipalities in central New Jersey serving a population of 219,000. 

Operating revenues for MSEX is over $1 17 million and net plant is ovez 

$465 million. 

SJW Cop.  (SJW) owns San Jose Water, which provides water service in a 

138 square mile area in San Jose, California, and surrounding communities 

serving nearly 229,000 customers. SJW also owns operations in Texas 

serving approximately 12,000 connections. San Jose Water Company also 

provides non-regulated services under agreements with municipalities and 

other utilities. Operating revenues for SJW are nearly $3 18 million and net 

plant is nearly $944 million. 

York Water Company (YORW) provides water service in the state of 

Pennsylvania serving over 65,000 water and wastewater customers in more 

than 47 communities. Operating revenues for YORW are nearly $46 

million and net plant is nearly $250 million. 

While SWC has significant differences with the utilities within the water proxy group, I 

will discuss specific measures of business risk that quantify the differences between S WC 

and the water proxy group later in my testimony. 
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A. 

Q. 

A. 

HOW DOES SWC COMPARE TO THE SAMPLE WATER UTILITIES? 

It is much smaller with fewer customers, a relatively small and limited service territory, 

far less revenues and far less net plant. At the end of the test year, the Company had 

approximately 5,500 wastewater customers. The larger publicly traded water companies 

have many times the customers as does SWC. SWC’s revenues totaled approximately 

$3.4 million, and net plant-in-service was approximately $21.2 million. The average 

revenues of my water proxy group is over 103 times greater than S WC and has nearly 62 

times the net plant than SWC. The smallest of the publicly traded water utilities in my 

proxy group (York Water Company) has nearly 14 times the revenues and nearly 12 times 

the net plant than SWC. So, the water proxy group utilities are much larger and, 

according to the empirical financial data, less risky than SWC. 

DO RECENT DEVELOPMENTS IN THE WATER UTILITY INDUSTRY ARE 

IMPACT INVESTMENTS? 

Yes. On the whole, the water utility industry is expected to continue to confront 

increasing need for infrastructure upgrades and replacement, as well as possible additional 

demand. Value Line Investment Survey (April 17, 2015) continues to stress that many 

utilities have facilities that are decades old and in need of significant maintenance and, in 

some cases, massive renovation and replacement. As infrastructure costs continue to 

climb, many smaller companies are at a serious disadvantage. Value Line notes that most 

of the companies in this sector lack the finances necessary to fund improvements on their 

own. This will require water utilities in this sector to rely heavily upon debt and equity 

offerings for funding. The additional funding will thwart share-earnings and dilute 

shareholder gains. A copy of the most recent Value Line report on the water industry 

along with each water utility in my proxy group is attached as Exhibit TJB-COC-DT- 1. 

Along with the industry as a whole, SWC faces these risks 
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Q. 

A. 

WHAT OTHER RISK FACTORS DISTINGUISH SWC FROM THE LARGER 

SAMPLE OF WATER UTILITIES? 

First, water utilities are capital intensive and typically have relatively large construction 

budgets. As I have previously discussed in this testimony, firms with large capital 

budgets face construction risk (a form of financial risk). The size of a utility’s capital 

budget relative to the size of the utility itself often increases construction risk. In addition. 

large utilities are more able to fund greater portions of their capital budgets from their 

earnings, cash flows, and short-term borrowings, and they have access to both equity and 

debt capital from the public markets that helps to provide flexibility and balance to their 

capital structures. For smaller utilities, like SWC, the ability to fund relatively large 

capital budgets from earnings, cash flows, and short-term debt is difficult, if no1 

impossible, without reliance upon additional outside capital that is typically limited to 

debt capital from limited sources. 

Second, smaller companies are simply less able to cope with significant events that 

affect sales, revenues and earnings. In general, the loss of revenues from a few larger 

customers or from trends in the reduction of water use by customers through conservation 

or the makeup of the customer base, for example, would have a greater effect on a small 

company than on a much larger company with a larger customer base. In addition, the 

effect of extreme weather conditions, including prolonged droughts or extremely wet 

weather will have a greater affect upon a small operating water utility than upon the much 

larger, more geographically diverse holding companies. 

Third, there are a number of other factors including the differences in regulatory 

environments, differences in the type of test year used for rate making, and differences in 

the available regulatory mechanisms for recovery of costs outside of a rate case. The 

large water utilities in my water proxy group are generally not subject to the adverse 

impacts of an unfavorable regulatory environment of one jurisdiction. 
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Q. 

A. 

All these factors have an impact on the ability of a smaller utility to actually earn 

its authorized return and leads to a greater variability of earnings for SWC compared to 

the water proxy group, which means greater risk. 

ARE THERE QUANTITATIVE MEASURES THAT CAN BE USED TO HELP 

IDENTIFY DIFFERENCES IN BUSINESS RISK? 

Yes. There are a number of fundamental accounting based risk measures that can be used 

to assess the relative differences between firms and include: 1) The co-efficient of 

variance of ROE; 2) The co-efficient of variance of operating income; 3) The co-efficient 

of variance of operating margin, and 4) Operating leverage. The first three are a reflection 

of the distributions of earnings. These are meaningful when measured against the 

distribution of earnings of alternative investments, like the water utilities in my water 

proxy group. 

The coefficients of variance for ROE, operation income and operating margin can 

be quantified using relatively simple formulas: 

[2] Co-efficient of Variance of ROE = Standard Deviation of ROE/Mean of ROE 

[3] Co-efficient of Variance of Operating Income = Standard Deviation of 

Operating Income/Mean of Operating Income 

[4] Co-efficient of Variance of Operating Margin = Standard Deviation of 

Operating MargirdMean of Operating Margin 

The Operating Leverage formula is expressed as: 

[ 5 ]  Operating Leverage = Percentage Change in Operating Income/ Percentage 

Change in Sales 

Using the business risk measures expressed in equations [2], [3], and [4], the 

greater the co-efficient of variation or operating leverage, the greater the risk to investors 
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Q. 

A. 

of not receiving expected returns.” Below are the computed co-efficient of variation for 

ROE, Operating Income, and Operating Margin, as well as Operating Leverage using the 

most recent 5 years of historical data for my water proxy group and SWC: 

Business 
Business Risk 

Risk Co-efficient 
Co-efficient of variance 
of variance of-Operating 

Company of ROE Income 

Water Proxy Group 0.1271 0.1579 

swc 0.5719 0.4959 

Business 
Risk 
co-  

efficient 
of 

variance Operating 
of Leverage 

Operating 
Margin 

0.0895 2.48 

0.4649 70.15 

Relative Risk of SWC 4.5 3.14 5.19 28.28 

This shows that SWC is 3 to 5 times more risky than the water proxy group (ignoring 

operating leverage). 

CAN METRICS LIKE A COMPANY’S CO-EFFICIENT OF ROE, OPERATING 

INCOME, AND OPERATING MARGIN, BE USED ALONG WITH MARKET 

DATA TO DEVELOP COMPANY-SPECIFIC RISK PREMIUMS? 

Yes. Duff & Phelps publishes comparative risk characteristics using market data that 

provides a nexus between a market beta and the metrics operating margin the coefficient 

of variation in operating margin, and the coefficient of variation in return on equity.” 

This information can be used to develop an implied beta for SWC for use in the CAPM. 

By comparing the results of the CAPM for the water proxy group with the CAPM for 

Tuller, Lawrence W., The Small Business Valuation Book, Adams Media Corporation, 1994. (“Tuller”) 

2015Valuation Handbook, Guide to Cost of Capital, Duff & Phelps, LLC., Exhibits D-1 through D-2. 

10 

~ 8 9 .  
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Q. 

A. 

Q. 

A. 

SWC using the implied beta, an indicated risk premium for SWC can be developed. As 

one would expect, the implied beta for SWC is higher than the beta of my water proxy 

group and a risk premium of 130 to 180 basis points over the cost of equity of the water 

proxy group is indicated. I will discuss this method and the implied beta for SWC in 

more detail in the Company Specific Risk Premium section of my testimony. 

WHAT ABOUT LIQUIDITY RISK, MR. BOURASSA? 

A rational investor would not regard an investment in SWC as having the same level of 

risk as WTR or even CTWS, because of the previously mentioned small size 

characteristics of SWC, and the fact that an investment in SWC is relatively illiquid 

compared to the publicly traded water utilities. An investor in a publicly traded stock can 

sell hidher stock in a very short period of time if he/she is dissatisfied with the returns. 

An investor in a non-publicly traded stock does not have the ability to sell quickly. 

Consequently, investors will require a greater risk premium, often called liquidity risk. 

As a consequence of these differences in risk, the results produced by the DCF, RPM, and 

CAPM methodologies, utilizing data for the sample utilities, often understate the 

appropriate return on equity for a small-regulated water utility provider such as SWC. 

IS THERE A RELATIONSHIP BETWEEN A UTILITY’S CAPITAL 

STRUCTURE AND ITS COST OF CAPITAL? 

Yes. Generally speaking, when a firm engages in debt financing, it exposes itself to 

greater risk. Once debt becomes significant relative to the total capital structure, the risk 

increases in a geometric fashion compared to the linear percentage increase in the debt 

ratio itself. This risk is illustrated by considering the effect of leverage on net earnings. 

For example, as leverage increases, the equity ratio falls. This creates two adverse effects. 

First, equity earnings decline rapidly and may even disappear. Second, the “cushion” of 
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Q* 

A. 

Q. 

A. 

equity protection for debt falls. A decline in the protection afforded debt holders, or the 

possibility of a serious decline in debt protection, will act to increase the cost of debt 

financing. Therefore, one may conclude that each new financing, whether through debt or 

equity, impacts the marginal cost of future financing by any alternative method. 

For a firm already perceived as being over-leveraged, this additional borrowing 

would cause the marginal cost of both equity and debt to increase. On the other hand, if 

the same firm instead successfully employed equity funding, this could actually reduce the 

real marginal cost of additional borrowing, even if the particular equity issuance occurred 

at a higher unit cost than an equivalent amount of debt. 

HOW DO THE CAPITAL STRUCTURES OF THE SAMPLE WATER UTILITIES 

COMPARE TO SWC? 

Schedule D-4.3 shows that the debt and equity capital structure used to develop the cost of 

capital for SWC contains 79.43 percent equity and 20.57 percent debt, compared to the 

average of the water utility sample of approximately 55 percent equity and 45 percent 

debt. Having less debt in its capital structure implies that SWC has lower financial risk 

as the sample water utilities. 

B. Overview of the DCF, FWM, AND CAPM Methodologies 

PLEASE EXPLAIN THE GENERAL APPROACHES TO ESTIMATING THE 

COST OF CAPITAL. 

These two broad approaches: 

1) identify comparable-risk sample companies and estimate the cost of capital 

directly, or, 

23 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

2) find the location of the CML and estimate the relative risk of the company, 

which jointly determines the cost of capital. 

The Discounted Cash Flow (“DCF”) method is an example of a method falling 

into the first general approach. It is a direct method, but uses only a subset of the total 

capital market evidence. The DCF rests on the premise that the fundamental value of an 

asset (stock) is its ability to generate future cash flows to the owner of that asset (stock). I 

will explain the DCF in detail in a moment, but for now, the DCF is simply the sum of a 

stock’s expected dividend yield and the expected long-term growth rate. Dividend yields 

are readily available, but long-term growth estimates are not. 

The Risk Premium Model (“RPM”) model and Capital Asset Pricing Model 

(“CAPM”) are examples methods falling into the second general approach. An equity risk 

premium is made first by determining the relationship between the cost of equity and an 

interest rate over time. To implement these approaches, generally, it is assumed that the 

past relationship will continue on into the future. The RPM generally uses a small subset 

of the capital market evidence whereas the CAPM uses information on all securities rather 

than a small subset. I will explain the RPM and CAPM in more detail later. For now, 

both the RPM and CAPM reflect a risk-return relationship, often depicted graphically as 

the CML. The RPM and CAPM cost of equity estimates are the sum of a risk-free return 

and a risk premium. 

Each of these methods measures investor expectations. In the final analysis, ROE 

estimates are subjective and should be based on sound, informed judgment rationally 

articulated and supported by competent evidence. I have applied three versions of the 

DCF, one version of the RPM, and two versions of the CAPM to “bracket” the fair cost of 

equity capital for the publicly traded water utilities in my proxy group. I then add 50 basis 

points to results of the models for the water proxy group to account for the differences in 

risk between the water proxy group and SWC. 
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A. 

C. Explanation of the DCF Model and Its Inputs 

PLEASE EXPLAIN IN DETAIL THE DCF METHOD OF ESTIMATING THE 

COST OF EQUITY. 

The DCF model is based on the concept that the current price of a share of stock is equal 

to the present value of future cash flows from the purchase of the stock. In other words, 

the DCF model is an attempt to replicate the market valuation process that sets the price 

investors are willing to pay for a share of a company's stock. It rests on the assumption 

that investors rely on the expected returns @e., cash flow they expect to receive) to set the 

price of a security. The DCF model in its most general form is: 

[6] Po CFI/(l+k) + CF2/(l+k)2 + .... + CF,/(l+k)" 

where k is the cost of equity; n is a very large number; Po is the current stock price; and, 

CFI, CF2, ... CF, are all the expected future cash flows expected to be received in periods 

1, 2, ... n. 

Equation [6] can be written to show that the current price (PO) is also equal to 

[7] Po CFl/( 1 +k) + CF2/( 1 +k)2 + . . . + Pt/( 1 +k)t 

where Pt is the price expected to be received at the end of the period t. If the future price 

(P,) included a premium (an expected increase in the stock price or capital gain), the price 

the investor would pay today (in anticipation of receiving that premium) would increase. 

In other words, by estimating the cash flows from the purchase of a stock in the form of 

dividends and capital gains, we can calculate the investor's required rate of return, Le., the 

rate of return an investor presumptively used in bidding the current price to the stock (PO) 

to its current level. 

Equation [7] is a Market Price version of the DCF model. As with the general 

form of the DCF model in equation [6], in the Market Price approach the current stock 

price (PO) is the present value of the expected cash inflows. The cash flows are comprised 
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of dividends and the final selling price of the stock. The estimated cost of equity (k) is the 

rate of return investors expect if they bought the stock at today’s price, held the stock and 

received dividends through the transition period, and then sold it for price (P,). 

CAN YOU PROVIDE AN EXAMPLE TO ILLUSTRATE THE MARKET PRICE 

VERSION OF THE DCF MODEL? 

Yes. Assume an investor buys a share of common stock for $40. If the expected dividend 

during the coming year is $2.00, then the expected dividend yield is 5 percent ($2.00/$40 

= 5.0 percent). If the stock price is also expected to increase to $43.00 after one year, this 

$3.00 expected gain adds an additional 7.5 percent to the expected total rate of return 

($3.00/$40 = 7.5 percent). Thus, the investor buying the stock at $40 per share expects a 

total return of 12.5 percent (5  percent dividend yield plus 7.5 percent price appreciation). 

The total return of 12.5 percent is the appropriate measure of the cost of capital because 

this is the rate of return that caused the investor to commit $40 of his capital by 

purchasing the stock. 

PLEASE CONTINUE WITH YOUR DESCRIPTION OF THE DCF MODEL. 

Under the assumption that future cash flow is expected to grow at a constant rate (“g”), 

equation [6] can be solved for k and rearranged into the simple form: 

[8] k CF,/Po + g 

where CFl/Po is the expected dividend yield and g is the expected long-term dividend 

(price) growth rate (“g”). The expected dividend yield is computed as the ratio of next 

period’s expected dividend (“CF1”) divided by the current stock price (“PO”). 

This form of the DCF model is known as the constant growth DCF model and 

recognizes that investors expect to receive a portion of their total return in the form of 

current dividends and the remainder through future dividends and capital (price) 
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appreciation. A key assumption of this form of the model is that investors expect that 

same rate of return (k) every year and that market price grows at the same rate as 

dividends. But, this has not been historically true for the water utility sample, as shown 

by the data in Schedule D-4.4 and Schedule D-4.5. As a result, estimates of long-term 

growth rates (8) should take this into account. 

ARE THERE ANY CONCERNS ABOUT APPLYING THE DCF MODEL TO 

UTILITY STOCKS? 

There are a number of reasons why caution must be used when applying the DCF model 

to utility stocks. First, a non-publicly traded company does not have a stock market price. 

Using the stock prices from a proxy group assumes that SWC’s stock would be similarly 

priced and has similar dividend yields as the publicly traded water companies. Second, 

the stock price and dividend yield components may be unduly influenced by structural 

changes in the industry, such as mergers and acquisitions, which influence investor 

expectations. Third, the DCF model is based on a number of assumptions that may not be 

realistic given the current capital market environment. The traditional DCF model 

assumes that the stock price, book value, dividends, and earnings all grow at the same 

rate. This has not been historically true for the sample water utility companies. 

We should be especially concerned with the DCF model’s applicability under 

current market conditions. The Federal Reserve’s bond buying programs have kept 

longer-term bond yields low and interest rates are expected to rise,I2 but in the meantime, 

and because bond yields are still very low, investors are “chasing yields” and driving up 

the stock prices of companies that pay dividends, like utilities. The Value Line Investment 

Survey (April 17, 20 15) for the Water Utility Industry notes: 

Blue Chip Financial Forecasts, April 201 5.  12 
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Low bond yields seem to have driven many income-oriented 
investors into the equity markets. All this money chasing 
income has brought down the yield on water utilities, 
relative to the average stock. Currently, the yield of a 
typical water utility is only about 60 to 65 basis points 
higher than the average stock. This spread is very low, on 
an historical basis. 

Consider that while dividend yields for the water proxy group have been decreasing, the 

1-year, 3-year, and 5-year annualized total returns for the water proxy group are 16.85 

percent, 15.83 percent, and 1 1.98 percent, respectively, which are all significantly higher 

than my DCF estimate of the cost of equity of 9.4 to 9.7 percent.I3 In fact, the water 

utility proxy group has outperformed the S&P 500 over the past year.14 The expected 

equity returns suggested by the market based DCF model does not line up with recent 

experience in the markets. As Dr. Morin notes: 

To the extent that increases (decreases) in relative market 
valuation are anticipated by investors, especially myopic 
investors with short-term investment horizons, the standard 
DCF model will understate (overstate) the cost of equity. 

Another way of stating this point is that the DCF model does not account for the ebb and 

flow of investor sentiments over the course of the business cycle. The problem was 

particularly acute in the mid 1990’s and mid 2000’s where investors, faced with very low 

returns on short-term fixed-income securities and an uncertain market outlook, sought 

higher yields offered by utility stocks in a so-called flight to quality, boosting their stock 

price and lowering the dividend yield.15 The circumstances then are not so different than 

what is occurring today. 

Fourth, the application of the DCF model produces estimates of the cost of equity 

Value Line Analyzer data from May 14,20 15. 
Total 1-year return for the S&P 500 as reported by Value Line was 13.94 percent compared to the water 

13 

14 

proxy group of 16.85 percent. 
’’ Morin, Roger A., “New Regulatory Finance,” Public Utility Reports, Inc. at 433 (2006). 
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that are consistent with investor expectations only when the market price of a stock and 

the stock’s book value are approximately the same. The DCF model will understate the 

cost of equity when the market-to-book ratio exceeds 1 .O and conversely will overstate the 

cost of equity when the market-to-book ratio is less than 1.0. The reason for this is that 

the market-derived return produced by the DCF is often applied to book value rate base by 

regulators. 

Fifth, the assumption of a constant growth rate may be unrealistic, and there may 

be difficulty in finding an adequate proxy for the growth rate. Historical growth rates can 

be downward biased as a result of the impact of anemic historical growth rates in 

earnings, mergers and acquisitions, restructuring, unfavorable regulatory decisions, and 

even abnormal weather patterns. Further, by placing too much emphasis on the past, the 

estimation of future growth becomes circular. 

LET’S TURN TO THE SPECIFIC INPUTS USED IN YOUR DCF MODELS. 

WHAT DATA HAVE YOU USED TO COMPUTE THE EXPECTED DIVIDEND 

YIELD (CFl/Po) IN YOUR MODELS? 

First, I computed a current dividend yield (CFo/Po). The expected dividend yield (CF,/Po) 

is the current dividend yield (CFo/Po) times one plus the growth rate (g). I used the spot 

price for each of the stocks of the water utilities in the sample group on as reported by the 

Value Line Investment Analyzer for May 22, 201 5 for PO. The current dividend (CFo) is 

the current indicated dividend as reported by Value Line. In my schedules,bthe current 

dividend yield is denoted as (Do/Po), where Do is the current dividend and PO is the spot 

stock price. (D~/Po) is used to denote the expected dividend yield in the schedules. 
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WHAT MEASURES OF GROWTH (“g”) HAVE YOU USED? 

I have used two estimates of growth; one based on an average of historical and forecast 

growth and the other based only on forecast growth. For my average historical and 

forecast growth estimate, I average the 5-year historical average growth rates in the stock 

price, book value per share (“BVPS”), earnings per share (“EPS”) and dividends per share 

(“DPS”) with Value Line’s forecast of EPS growth.16 Using the historical average of 

growth in price, BVPS, EPS, and DPS is reasonable -because investors know that, in 

equilibrium, common stock prices, BVPS, EPS and DPS will all grow at the same rate and 

would take information about changes in stock prices and growth in BVPS into account 

when they price utilities’ stocks. As I stated either, a basic assumption of the DCF model 

is that the stock price, BVPS, EPS and DPS all grow at the same rate. For my forecast 

growth estimate, I have used the growth forecasts from Value Line.I7 

WHY DID YOU INCORPORATE AN HISTORICAL GROWTH RATE 

ESTIMATE INTO ONE OF YOUR GROWTH ESTIMATES? 

Past growth rates may provide a reasonable basis for determining prospective growth 

rates. Their use assumes the past is a reflection of the future. While I believe the use of 

historical growth rates gives added recognition to the past, which is already incorporated 

into analyst estimates of growth, I nevertheless include a version of the DCF that reflects 

historical growth. I would point out, however, that historical growth rates may not be the 

best measure for the hture. The empirical evidence indicates that analyst estimates of 

growth are the best measure of growth for use in the DCF for utility stocks.I8 

See Schedule D-4.4. 
See Schedule D-4.4. 
David A. Gordon, Myron J. Gordon and Lawrence I. Gould, Choice Among Methods of Estimating 

Share Yield, Journal of Portfolio Management (Spring 1989) 50-55. Gordon, Gordon and Gould found 
that a consensus of analysts’ forecasts of earnings per share growth for the next five years provides a more 
accurate estimate of growth required in the DCF model than three different historical measures of growth 
(historical EPS, historical DPS, and historical retention growth). They explain that this result makes sense 

16 

17 

18 
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WHY DID YOU USE FORECASTED GROWTH RATES IN YOUR GROWTH 

ESTIMATES? 

The DCF model requires estimates of growth that investors expect in the future and not 

past estimates of growth that have already occurred. Accordingly, I use analysts’ 

forecasts of growth. Logically, in estimating future growth, financial institutions and 

analysts have taken into account all relevant historical information on a company as well 

as other more recent information.” To the extent that past results provide useful 

indications of future growth prospects, analysts’ forecasts would already incorporate that 

information. In addition, a stock’s current price reflects known historic information on 

that company, including its past earnings history. Any further recognition of the past will 

double count what has already occurred. Therefore, forward-looking growth rates should 

be used. 

D. Explanation of the RPM and Its Inputs 

PLEASE EXPLAIN THE RPM METHODOLOGY FOR ESTIMATING THE 

COST OF EQUITY. 

The RPM is sometimes referred to as the “bond yield plus risk premium method”. The 

general approach is to determine the spread between the return on debt and the return on 

equity and add this spread to the current debt yield to derive an estimate of the cost of 

equity. To implement the RPM, it is assumed that the past relationship will continue into 

the future. The RPM is widely used by analysts and investors.*’ 

The RPM formula provides a formal risk-return relationship and is stated as: 

because analysts would take into account such past growth as indicators of future growth as well as any 
new information. 

Gordon, Gordon, and Gould. 
Morin, Roger A,, New Regulatory Finance, Public Utility Reports, Inc. (2006) at 108. 
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(6) k = Kd + Historical bond-equity spread 

where k is the expected return on equity and Kd is the current cost of debt or debt yield. 

HOW DID YOU DETERMINE THE HISTORICAL BOND-EQUITY SPREAD? 

I computed the bond-equity spread as the difference between the average total realized 

market return of my water proxy group and the average annual long-term treasury yields 

for the years 1999-2014 - a 16-year historical period.21 

WHY DID YOU USE TOTAL REALIZED MARKET RETURNS? 

Total realized market returns are market based which makes this approach a market-based 

approach. While the annual actual risk premium in any given year may not equal the 

required risk premium, over longer periods of time, the average actual risk premiums can 

provide a good estimate of the average risk premium required. 

WHAT DO YOU USE AS THE CURRENT COST OF DEBT (&)? 

I use the expected U.S. Long-term Treasury rate for 2016-2018 serves as the basis for the 

risk free rate. Since the cost of capital is an opportunity cost and is prospective, it 

necessarily requires the use of a forward-looking bond yield. In recent years, interest rates 

have dropped to very low levels when compared to interest rates for similar securities in 

the past. From 1999 to 2007, the annual average rates for long-term Treasury bonds was 

5.24 percent ranging from a low of 4.84 percent in 2007 to a high of 5.94 in 2000. In 

2008, and during the recent recession, that annual average dropped to 4.24 percent and 

dropped further in 2012 to 2.9 percent. 

The drop in long-term treasury rates has been largely attributed to the market 

intervention by the Federal Reserve through its quantitative easing programs. Long-term 

See Schedule D-4.9. 21 
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Treasury rates for 2013 and 2014 averaged 3.45 percent and 3.34 percent, respectively. 

For the first 5 months of 2015, long-term Treasury rates have averaged 2.64 percent. The 

Federal Reserve is expected begin raising interest rates towards the end of this year, and 

as early as September. Notwithstanding these current low rates, 30-year Treasury rates 

are expected to bounce back up in 2016-2018 timeframe. Analysts at Value Line expect 

that future average to be 4.1 percent. The consensus estimate made by analysts surveyed 

by the BZue Chip FinanciaZ Forecasts indicates analysts expect that average to be higher 

at 4.2 percent. For my analyses, I have relied upon the average of Value Line Quarterly 

Forecast forecasts and the consensus forecast reported by Blue Chip Financial Forecasts 

of 4.2 percent.22 

WHY DO YOU USE LONG-TERM U.S. TREASURY YIELDS? 

The yields on long-term Treasury bonds match more closely with the perpetual nature of 

common stock  investment^.^^ Further, short-term rates are more volatile, fluctuate widely 

and are subject to more random disturbances than long-term rates. In short, long-term 

Treasury rates are preferred for these reasons and because long-term rates are more 

appropriately matched to securities with an indefinite life or long-term investment 

horizon. 

E. Explanation of the CAPM and Its Inputs 

PLEASE EXPLAIN THE CAPM METHODOLOGY FOR ESTIMATING THE 

COST OF EQUITY. 

Like the RPM, the CAPM is the sum of a risk-free rate plus a risk premium. And, like the 

See Schedule D-4.8. 
Morin at 1 12. 
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RPM, it quantifies the additional return required by investors for bearing incremental risk. 

The CAPM was developed by William Sharpe and John Lintner in the mid-1960’s and is a 

common topic in college finance textbooks. The CAPM provides a formal risk-return 

relationship premised on the idea that only market risk matters, as measure by beta. The 

traditional version of CAPM is represented by the formula: 

[91 k = Rf + P(Rm-Rf) 

where k is the expected return, Rf is the risk-free rate (or zero beta asset), R, is the market 

return, (Rm-Rf) is the market risk premium, and P is beta. 

ARE THERE ANY CONCERNS ABOUT APPLYING THE CAPM MODEL TO 

UTILITY STOCKS? 

Yes. I have concerns with using this model in most periods because mechanical 

application of the model may produce unreasonable results. The traditional CAPM only 

captures a single measure of systematic risk as measured by beta, but there are other forms 

of systematic risk priced by the market such as company size. A size premium is 

necessary because, even after adjusting for the beta risk of small stocks, they generally 

outperform larger stocks. Size may just be a proxy for other risks. Nevertheless, the 

empirical evidence indicates that beta alone does not measure the risk of smaller 

companies. 24 

ARE THERE ALTERNATIVES TO THE TRADITIONAL CAPM? 

Yes, alternative versions of the CAPM have been developed that provide more robust 

explanations of returns required by investors. A version of the CAPM called the 

Empirical CAPM or ECAPM was developed to recognize that estimations of Rf is higher 

than the return on long-term Treasuries. Dr. Roger Morin discusses ECAPM at pages 

24 Duff & Phelps at 2-5. 
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189-191 of his book, New Regulatory Finance. The ECPAM is represented as follows: 

[lo] k = Rf + .25(R,-Rf) + .75P(R,-Rf) 

Duff & PheZps suggest a version of the CAPM in which a size premium is 

included.25 This modified CAPM (“MCAPM’) is represented as follows: 

[ l l ]  k = Rf + P(Rm-Rf) + RP, 

where k is the expected return, Rf is the risk-free rate (or zero beta asset), R, is the 

market return, (R,-Rf) is the market risk premium, P is beta, and RP, is the size premium. 

The MCAPM recognizes the CAPM is incomplete and does not fully account for the 

higher returns that are needed on small company stocks. In other words, the higher risks 

associated with smaller firms are not fully accounted for by beta.26 

IS FIRM SIZE A UNIQUE RISK? 

No. The firm size is a systematic risk factor and is an adjustment to the pure CAPM.27 

Putting aside the empirical financial data, the need for a risk premium for size makes 

sense. Company size is a significant element of business risk for which investors expect 

to be compensated through greater returns. Smaller companies are simply less able to 

cope with significant events that affect sales, revenues, and earnings. For example, 

smaller companies face more risk exposure to business cycles and economic conditions, 

both nationally and locally. Additionally, the loss of revenues from a few larger 

customers would have a greater effect on a small company than on a much larger 

company with a larger, more diverse, customer base. Moreover, smaller companies are 

generally less diverse in their operations and have less financial flexibility. 

25 Duff & Phelps at 2-7. 
26 Morningstar, Ibbotson SBBI 2013 Valuation Yearbook, pp. 85-88. 

John Wiley and Sons, 2010, p. 56. 
Shannon P. Pratt and Roger J. Grabowski. Cost of Capital: Applications and Examples, Fourth Edition. 27 
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DID YOU EMPLOY EITHER OF THESE ALTERNATIVE CAPM METHODS AS 

PART OF YOUR ANALYSIS? 

No. Instead, I conducted a risk study to develop an indicated additional risk premium for 

SWC. Based on this study I add a risk premium to the results of each method I use (the 

DCF, RPM, and the CAPM) as an alternative way of dealing with additional risk 

associated with SWC. Having said that, these two methods would produce an indicated 

cost of equity for my water proxy group in the range of 9.8 percent to 1 1.3 percent with a 

mid-point of 10.6 percent, which is greater than my overall estimate for my water proxy 

group of 10.1 percent. 

WHAT IS THE RISK-FREE RATE (Rf)? 

It is the return on an investment with no risk. The U.S. Treasury rate serves as the basis 

for the risk-free rate because the yields are directly observable in the market and are 

backed by the U.S. government. Practically speaking, short-term rates are volatile, 

fluctuate widely and are subject to more random disturbances than long-term rates. In 

short, long-term Treasury rates are preferred for these reasons and because long-term rates 

are more appropriately matched to securities with an indefinite life or long-term 

investment horizon. 

WHAT DO YOU ADOPT AS THE RETURN FOR THE RISK-FREE RATE? 

I use long-term expected Treasury bond rates as the measure of the risk-free return for use 

with CAPM cost of equity estimates from two sources: the Blue Chip Financial Forecasts 

and the Value Line Quarterly Forecast.28 The appropriate choice for the risk-free rate is 

the expected return for long-term Treasury s e ~ u r i t i e s . ~ ~  Thus, when determining an 

28 See Schedule D-4.9. 
Duff& Phelps at 3-1. 29 
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estimate of the risk-free rate, it is appropriate to adopt a return that is no less than the 

expected return on the long-term Treasury bond rate. Both of my CAPM estimates are 

based on expected yields of the long-term treasury rates for 2016 through 201 8 (from Blue 

Chip Financial Forecasts and Value Line Quarterly  forecast^).^' The 2016 to 2018 

timeframe is the period when new rates will be in effect for the Company. 

WHAT IS BETA AND WHAT DOES IT MEASURE? 

Beta is a measure of the relative risk of a security in relation to the market. In other 

words, it is a measure of the sensitivity of a security to the market as a whole. This 

sensitivity is also known as systematic risk. It is estimated by regressing a security’s 

excess returns against a market portfolio’s excess returns. The slope of the regression line 

is the beta. 

Beta for the market is 1.0. A security with a beta greater than 1.0 is considered 

riskier than the market. A security with a beta less than 1.0 is considered less risky than 

the market. 

There are computational problems surrounding beta. It depends on the return data, 

the time period used, its duration, the choice of the market index, and whether annual, 

monthly, or weekly return figures are used. Betas are estimated with error. Based on 

empirical evidence, high betas will tend to have a positive error (risk is overestimated) and 

low betas will have a negative error (risk is ~nderestimated).~’ 

WHAT DID YOU USE AS THE PROXY OF THE BETA FOR SWC? 

I used the average beta of the sample water utility companies. Betas were obtained from 

Value Line Investment Analyzer (weekly data as if May 14, 2015). Value Line is the 

See Schedule D-4.8. 
Eugene F. Fama and Kenneth R. French, “The Capital Asset Pricing Model: Theory and Evidence,” 

30 

31 

Journal of Economic Perspectives (Summer 2004) 25-46. 
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source for estimated betas that I regularly employ. The average beta for my water proxy 

group as shown on Schedule D-4.2 is 0.74. I should note that because SWC is not 

publicly traded, SWC has no beta. In my expert opinion, I strongly believe that SWC, if it 

were publicly traded, would have a higher beta than the sample water utility companies. 

WHY WOULD SWC HAVE A HIGHER BETA? 

As previously indicated, smaller companies are inherently more risky than larger 

companies. Morningstar reports that when betas (a measure of market risk) are properly 

estimated, betas are greater for small companies than for larger companies.32 Morningstar 

also finds that even after accounting for differences in beta risk, small firms require an 

additional risk premium over and above the added risk premium indicated by differences 

in beta risk. 

PLEASE EXPLAIN THE MARKET RISK PREMIUM. 

The market-risk premium (Rm-Rf) is the return an investor expects to receive as 

compensation for market risk. It is the expected market return minus the risk-free rate. 

Approaches for estimating the market risk premium can be historical or prospective. 

Since expected returns are not directly observable, historical realized returns are 

often used as a proxy for expected returns on the basis that the historical market risk 

premium follows what is known in statistics as a “random walk.” If the historical risk 

premium does follow the random walk, then one should expect the risk premium to 

remain at its historical mean. Based on this argument, the best estimate of the future 

market risk premium is the historical mean. Duff& PheZps provides historical market 

returns for various asset classes from 1926 to 2014. This publication also provides market 

risk premiums over U S .  Treasury bonds, which make it an excellent source for historical 

Ibbotson SBBI 2012 Valuation Yearbook, Morningstar, Chapter 7 32 
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market risk premiums. 

Prospective market risk premium estimation approaches necessarily require 

examining the returns expected from common equities and bonds. One method employs 

applying the DCF model to a representative market index such as the Value Line 1700 

stocks. The expected return from the DCF is measured for a number of periods of time, 

and then subtracted from the prevailing risk-free rate for each period to arrive at market 

risk premium for each period. The market risk premium subsequently employed in the 

CAPM is the average market risk premium of the overall period. 

HOW MANY MARKET RISK PREMIUM ESTIMATES DID YOU PREPARE IN 

CONNECTION WITH YOUR ASSIGNMENT FOR SWC? 

I used two market risk premium estimates: An historical market risk premium and a 

current market risk premium. 

HOW DID YOU ESTIMATE THE HISTORlCAL MARKET RISK PREMIUM? 

I used the Duff& PheZps measure of the average premium of the market over long-term 

treasury securities from 1926 through 2014, which uses the S&P 500 market index. The 

average historical market risk premium over long-term treasury securities is 7.0 percent. 

IS THE S&P 500 INDEX A LARGE COMPANY INDEX? 

Yes. The S&P 500 consists of the 500 largest companies and only approximately 20 

percent of the S&P 500 would be considered Mid-Cap companies. Further, there are no 

companies in the Low-Cap or Micro-Cap categories. Because it is heavily weighted with 

Large-Cap companies, the S&P 500 is essentially a large company index. Morningstar 

refers to the S&P 500 as a large company index and cautions that “if using a large 

company index to calculate the equity risk premium, an adjustment is usually needed to 
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account for the different risk and return characteristics of small 

HOW DID YOU ESTIMATE THE CURRENT MARKET RISK PREMIUM? 

I derived a market risk premium by, first, using the DCF model to compute an expected 

market return for each of the past 12 months using Value Line s projections of the median 

dividend yield for the dividend yield in the DCF and an average of the median EPS, DPS 

and BVPS growth on the Value Line 1700 stocks. I then subtracted the historical monthly 

average 30-year Treasury yield for each month from the expected market returns to arrive 

at the expected market risk premiums. Finally, I averaged the computed market risk 

premiums to determine the current market risk premium for the last 12 months, 9 months, 

6 months, and 3 months. The data and computations are shown on Schedule D-4.10. The 

recent 3 month average current market risk premium is 9.25 percent. Estimates of the 

current market risk premium have ranged from 8.5 percent to 9.7 percent over the past 12 

months. My recommended market risk premium is based on the recent 3-month average 

estimate of 9.25 percent and is well within the past 12-month range. 

F. Financial Risk Adiustment 

ARE YOU RECOMMENDING A FINANCIAL RISK ADJUSTMENT TO 

ACCOUNT FOR DIFFERENCES IN LEVERAGE BETWEEN YOUR WATER 

PROXY GROUP AND SWC? 

Yes. I have included a downward financial risk adjustment to the cost of equity of 40 basis 

points based upon the Hamada method34 to account for the difference in financial risk 

Morningstar, 2014 Ibbotson SBBI 2014 Classic Yearbook, p .  152. 
“Effects of the Firm’s Capital Structure on Systematic Risk of Common Stock,” Journal of Finance, 

33 

34 

Vol. 27 No. 2 (May 1972) 435 - 453. 
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Q* 
A. 

Q. 
A. 

between SWC and the water proxy group.3s 

G. Company Specific Risk Premium 

PLEASE DISCUSS YOUR COMPANY-SPECIFIC RISK PREMIUM. 

As I testified earlier, SWC is not directly comparable to the publicly traded water utilities 

in my water proxy group. The characteristics associated with small size, such as the lack 

of diversification, limited revenue and cash flow, relatively small customer base, lack of 

investment liquidity, and earnings volatility, increase the smaller water and wastewater 

utilities over the risk associated with the water proxy group. 

PLEASE DISCUSS SIZE RISK FOR SMALL UTILITY COMPANIES. 

Investment risk increases as the firm size decreases, all else remaining constant. There is 

a great deal of empirical evidence that the firm size phenomenon exists. Morningstar’s 

Ibbotson SBBI 2013 Valuation Yearbook (Chapter 7) reports that smaller companies have 

experienced higher returns that are not fully explainable by their higher betas and that beta 

is inversely related to company size. In other words, smaller companies not only have 

higher betas but higher returns than larger ones. Even after accounting for differences in 

beta risk, small companies require an additional risk premium over and above the added 

risk premium indicated by differences in beta risk. Dr. Zepp also reported evidence that 

the stocks of small water or wastewater utilities are more risky than the stocks of larger 

water utilities, such as those in the water utilities sample.36 Even the California PUC 

conducted a study that showed smaller water utilities are more risky than larger 

3s See Schedule D-4.14. 

Finance, Vol. 43, Issue 3, Autumn 2003, 578-582. 
Thomas M. Zepp, Utility Stocks and the Size Efect - Revisited, The Quarterly Review Economics and 

Staff Report on Issues Related to Small Water Utilities, June 10, 1991 and CPUC Decision 92-03-093. 
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Q. 

A. 

Based on the evidence, it is clear that investors require higher returns on small company 

stocks than on large company stocks. I have included in Schedule D-4.15 the results of a 

Morningstar study using annual data reporting the size premium based upon firm size and 

return data (i) provided in Duff & Phelps 2015 Valuation Handbook, Guide to Cost of 

Capital, and (ii) contained in Dr. Thomas M. Zepp’s 2003 article in The Quarterly Review 

Economic and Finance. Based on these sources, I have estimated that a small company 

risk premium in the range of 99 to 367 basis points is appropriate for SWC. 

HAVE YOU CONDUCTED A COMPARATIVE RISK STUDY TO DEVELOP AN 

INDICATED RISK PREMIUM FOR SWC OVER THE WATER PROXY GROUP 

COST OF EQUITY? 

Yes. Attached as Exhibit TJB-COC-DT-2 is the risk study I prepared. To conduct my risk 

study, I started by computing the 5-year historical operating margin, coefficient of 

variation of operating margin, coefficient of variation of ROE. Operating margin is a 

measure of profitability. The co-efficient of variation of operating margin is a measure of 

earnings variability. Both of these metrics are highly correlated with size and risk. Next, 

I cross-referenced these metrics with data published by Duff& Phelps” and identified the 

corresponding market portfolio beta for SWC and for my water proxy group. I then 

computed the relative difference in beta between SWC and my proxy group. Assuming 

that the relative difference. in the market portfolio beta for the all publicly traded 

companies is the same for small publicly traded water utilities, I then computed an implied 

beta for SWC using the difference in portfolio betas.39 Finally, I used the CAPM to 

compute the indicated cost of equity for SWC and compared the results to the CAPM 

results for my water proxy group.4o 

Duff& Phelps, Exhibits D-1 , and D-2. 
See page 1 of the Exhibit TJB-COC-2. 
See page 2 of the Exhibit TJB-COC-2. 
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Q* 

A. 

Q. 

A. 

Q. 

A. 

BASED ON YOUR COMPARATIVE RISK STUDY WHAT ADDITIONAL RISK 

PREMIUM IS INDICATED? 

The indicated risk premium for SWC is in the range of 130 to 180 basis points which falls 

in the range of small company risk premiums based two other sources of data discussed 

above. 

WHAT COMPANY SPECIFIC-RISK PREMIUM DO YOU RECOMMEND FOR 

SWC? 

To be conservative, I add an upward risk premium of 100 basis points to the results of my 

models, which is at the bottom end of the range of my risk premium estimates. I 

computed a 40 basis point downward adjustment to reflect the difference in financial risk 

between SWC and the water proxy group. In effect, the net upward adjustment to the 

indicated cost of equity is 60 basis points (1 00 basis points less 40 basis points). That said 

my recommended 10.5 percent return on equity is 40 basis points above the midpoint of 

the overall results for the water proxy group of 10.1 percent. 

H. Summary and Conclusions 

HAVE YOU PREPARED A SCHEDULE THAT SUMMARIZES YOUR EQUITY 

COST ESTIMATES AND PRESENTS YOUR RECOMMENDATIONS? 

Yes. The equity cost estimates and my recommendations are summarized in Schedule D- 

4.1. 

In the first part of my analysis, I applied two versions of the constant growth DCF 

model; one using historical and forecast growth and one using only forecast growth. The 

DCF models produce an indicated equity cost for the water proxy group in the range of 
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9.4 percent to 9.7 pe r~en t .~ '  

In the second part of my analysis, I applied a risk premium model. I used 

historical annual total market returns for the water proxy group and historical average 

annual average long-term treasury yields to develop an equity risk premium to which I 

added the expected long-term treasury to estimate the current cost of equity. My risk 

premium model produces an indicated cost of equity of 10.6 percent for the water proxy 

group. 42 

In the third part of my analysis, I applied two versions of the CAPM - a historical 

risk premium CAPM and a current market risk premium CAPM. The CAPM analyses 

produce an indicated cost of equity in the range of 9.4 percent to 11 .O percent for the 

water proxy group. 43 

The overall results on the DCF, CAPM, and RPM analyses for the water proxy 

group are in the range of 9.8 percent to 10.4 percent with a mid-point of 10.1 percent. 

In the fourth part of my analysis, I determine that a downward adjustment of 40 

basis points is required to account for the difference in financial risk between the water 

proxy group and SWC. 

In the fifth part of my analysis, I reviewed the financial literature on the small firm 

size effect and determined that an appropriate risk premium for small utilities like SWC 

that should be applied to the DCF, RPM, and CAPM results is the range of 99 to 367 basis 

points.44 

In the sixth part of my analysis, I conducted a comparative risk study using market 

based information and determined the indicated risk premium for SWC falls in the range 

of 130 to 180 basis points.45 To be conservative, I recommend a risk premium of 100 

See Schedule D-4.7, pages 1 and 2. 
See Schedule D-4.9. 
See Schedule D-4.11. 

44 See Schedule D-4.12. 
See Exhibit TJB-COC-2 and Schedule D-4.12. 
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Q. 

A. 

Q. 

A. 

basis points. Using my recommended risk premium of 100 basis points the additional risk 

premium, the DCF models produce an indicated equity cost for SWC in the range of 10.4 

percent to 10.7 percent. My risk premium model produces an indicated cost of equity of 

11.6 percent for SWC. My CAPM analyses produce an indicated cost of equity in the 

range of 10.8 percent to 11.4 percent for SWC. After adjusting for the difference in 

financial risk, the range of cost of equity estimates falls in the range of 10.4 to 11 .O 

percent with a midpoint of 10.7 percent.46 

WHAT EQUITY RETURN DO YOU RECOMMEND? 

I am recommending a cost of equity of no less than 10.5 percent. 

DOES THAT CONCLUDE YOUR DIRECT TESTIMONY ON COST OF 

CAPITAL? 

Yes. 

See Schedule D-4.1. 46 

45 
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April 17, 2015 WATER UTI LlTY INDUSTRY 1781 
The Water Utility Industry consists almost ex- 

clusively of regulated water companies. Thus, 
these utilities are monopolies in the markets 
where they operate, but state regulators establish 
the returns that can be earned on their invest- 
ments. 

California is in the midst of an historic drought, 
Three utilities in this industry have a major pres- 
ence in the state. Due, in part, to reasonable 
regulation, these conditions have not had a mean- 
ingful impact on any of the companies. 

The water infrastructure in the United States is 
in need of a major overhaul. Capital improve- 
ments have been deferred by just about every 
water system for years, if not decades. Large sums 
of money will be required to remove and replace 
old pipeline distribution systems. 

Consolidation should continue to occur as small, 
cash-strapped, municipally-run water districts 
sell themselves to large investor-owned compa- 
nies that have access to the funds needed to mod- 
ernize systems. 

Yield spreads continue to tighten between water 
utility stocks and the median dividend yield for 
equities that do distribute income to sharehold- 
ers. 

California’s Historic Drought 

Several years into a severe lack of rain and mountain 
snow, the  s ta te  is in t he  midst of a severe water shortage. 
Governor Brown recently mandated tha t  residents re- 
duce water consumption by 25%. How is this situation 
effecting water utilities operating there? Surprisingly, 
the three company’s in this issue tha t  distribute water in 
the Golden State ,  American States Water, California 
Water, and SJW,  have not really been negatively im- 
pacted in a meaningful way. We believe constructive 
regulation by the California Public Utilities Comrriissiorr 
(CPUC) is the reason why In what is not typically 
identified a s  a business friendly s ta te ,  the CPUC ha5 
acted prudently in getting utilities on board in helping to 
reduce water consumption. Usually, the more water a 
company sells, the  higher the profits i t  can generate 
Conversely, when demand declines, revenues and profits 
decrease. Thus,  it is riot in the best interest of water 
utilities to help curtail demand. The CPUC has  resolved 
this conflict by using a mechanism called “decoupling.” 
Basically, this allows water companies to promote less 
water usage without their bottom lines taking a bit hit. 

An Aging Water Infrastructure 

America’s water distribution is in terrible shape. This 
is the result of years of deferring much needed mainte- 
nance and  modernization. Both investor- and  
municipally-owned systems a re  now faced with burden- 
some construction budgets. Unfortunately, many of the 
over 50,000 domestic water districts do not have the 
financial wherewithal to fund the required improve- 
ments. As a result ,  t h e  large companies in this  sector 
have been on acquisition sprees. Instead of making one 
or two substantial takeovers, most of the purchases a re  
of the tuck in variety. Because this is one industry tha t  
is filled with redundancies, synergies can actually be 
cichieved that help to fuel earnings growth 

1 INDUSTRY TIMELINESS: 64 (of 97) I 
External Financing Will Be Required 

To finance the projected capital outlays, water utilities 
will be forced to issue new debt and equity. Currently, 
most of these companies have decent balance sheets. 
(Not one equity in the group has  a Financial Strength 
rating lower than  a B+.) Over the next three- to five-year 
period, we expect the financial metrics of the industry to 
decline somewhat. St.ill, there doesn’t appear to be any 
one utility that  is expected to become highly leveraged 
during this period. Much of this is due to relatively 
constructive s ta te  regulatory commissions. Unlike elec- 
tric utilities, which have been dealt some harsh rulings 
in the past ,  in general, authorities have been fair to the 
water sector. This is probably due to the differences in 
the industries. Digging up and replacing old pipes is 
more of a pay as you go operation, whereas, electric 
utilities sometimes have to spend hundreds of million of 
dollars on a plant t ha t  when finished, could result in 
huge increases in homeowners monthly bills. 

Conclusion 

The water utility industry has  many positive at- 
tributes. State  regulators a re  reasonable, the group has  
relatively solid finances, earnings a re  well defined and 
they don’t face market risk tha t  nonregulated industries 
do because of their  monopoly s ta tus .  However, almost all 
of the good news appears to be reflected in many of the 
utilities’ stock prices. Out  of nine companies, only Ameri- 
can States Water is ranked to do better than  the broader 
market averages in the year ahead. Moreover, the divi- 
dend yields on these stocks a re  much closer currently 
than  in the past  to the yield of the median stock that  
pays a dividend in the Value Line universe. This prob- 
ably is clue to the steep decline in interest rates that has  
occurred in the U S .  over the past several years. Low 
bond yields seem to  have driven many income-oriented 
investors into the equity markets. All of this money 
chasing income has  brought down the yield on water 
utilities, relative to the average stock. Currently, the 
yield of a typical water utility equity is only about 60 to 
65 basis points higher t han  the average stock. This 
spread is very low, on a n  historical basis. 

James A. Flood 

Water Utility 
RELATIVE STRENGTH (Ratio of Industry to Value Line Comp.) 

400 !If 
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toSell 68 86 87 I 
Hld's(0W) 23236 23032 23380 
1999 1 2000 1 2001 1 2002 1 2003 1 200 

(WILL.) 
Cash Assets 23.5 38.2 76.0 
Other 160.5 153.4 133.5 
Current Assets 184.0 191.6 209.5 
Accts Payable 40.6 49.8 

41:; 
49,8 44,8 57.1 

Debt Due 
Other 
Current Liab. 93,7 99.3 
Fix. Chg. Cov. 488% 531% 533% 
ANNUAL RATES Past Past Est'd '11-'13 
of change (Persh) 10Yrs. 5 Y r s  to'18.'20 
Revenues 
4 -Cash~ low~8  $:$i E:;; i:!; 
Earnings 9.0% 13.0% 6.5% 
Dividends 4.0% 6.5% 8.0% 

5'5% 65% 4 0 %  Book Value 

Gal- QUARTERLY REVENUES ($mill.) FUN 
endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2012 107.6 114.3 133.5 111 5 466.9 
2013 110.6 120.7 130.9 109.9 472.1 
2014 102.0 115.6 138.3 109.9 465.8 
2015 ' 0 3  '& 470 
2016 ' 0 5  '" '50 '20  
Cal- EARNINGSPERSHAREA FUII 

endar Mar.31 Jun. 30 SeP. 30 Dee. 31 Year 
2012 .27 .40 .49 2 6  1.41 
2013 .35 .43 5 3  .30 1.61 
2014 .28 3 9  3 6  1.57 
2015 .30 .45 55 .30 ' .60 
'Oi6 .31 .46 57 ." 1.65 
Cal- QUARTERLY DIVIDENDS PAID FUII 

endar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2011 .I3 . I4 .14 .14 .55 
2012 .14 .I4 ,1775 ,1775 64 
2013 ,1775 ,1775 ,2025 ,2025 .76 
2014 ,2025 ,2025 ,213 ,213 ,*3 
2015 ,213 

3.3 6.3 
--- 

6.45 6.08 6.53 6.89 6.99 6.81 7.03 7.88 
1.13 1.10 1.26 1.27 1.04 1.11 1.32 1.45 
.60 .M .67 .67 .39 .53 .66 .67 
.43 .43 .43 .44 .44 .44 .45 .46 

2.15 1.51 1.59 1.34 1.88 2.51 2.12 1.95 
5.91 6.37 6.61 702 6.98 7.51 7.86 8.32 

26.87 30.24 30.24 30.36 30.42 33.50 33.60 34.10 
17.1 15.9 16.7 18.3 31.9 23.2 21.9 27.7 
.97 1.03 46 1.00 1.82 1.23 1.17 1.50 
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BUSINESS: AI 
company. Through its principal subsidiary, Golden States Water Sold C 
Company, it supplies water to 258.191 customers in 75 com- Blackrock, Inc., owns 9.8% of out. shaies; Vanguard, 8.5%; off. 8 
munities and 10 counties. Service areas include the greater dir. 1.5%. (4115 Proxy). Chairman: Lloyd Ross. President 8 CEO: 
metropolitan areas of Los Angeles and Orange Counties. The com- Robert J. Sprowls. Inc: CA. Addr: 630 East Foothill Boulevard, San 
pany also provides electric utility services to 23,716 customers in Dimas, CA 91773. Tel: 909-394-3600. Internet: www.aswater.com. 

American States Water's earnings dustry in response to the record-breaking 
growth should be modest through drought now plaguing the region. Usually, 
2016. The company's main subsidiary, a decrease in water usage translates into 
Golden State Water Co.. has been coming reduced revenues for a utility, making con- 
close to earning the allowable return on its servation almost not in their interest. In a 
common equity for the past two years. process known as decoupling, GSWC is al- 
Thus, there isn't much room for bottom- lowed to structure fees that result in it not 
line expansion in the near term. All told, being penalized to incentivize households 
we only expect share net to increase 2% to use less water. Indeed, over the past six 
this year, followed by a 3% increase in years, water usage has declined 16%-17%. 
2016. Moreover, California permits utilities to 
Growth in the military business collect increased expenses a s  they are in- 
should bolster long-term profits. curred, not after the fact, as many other 
Through its ASUS subsidiary, the compa- state regulators require. 
ny provides water to nine armed forces Management believes that a 5% divi- 
bases under six 50-year contracts. This op- dend growth rate is sustainable over 
eration, in which returns are not capped the next 3- to 5-year period. Though 
by state regulators, has been responsible this is below historical levels, the expected 
for 20% to 25% of American States' share increase in the annual payout is not far off 
earnings. Over the next five years, up  to the industry average. With the help from 
50 more bases may privatize their water nonregulated businesses, we think there is 
and wastewater systems. As ASUS has potential upside to this figure. 
performed successfully in this sector, we American Water shares do not stand 
expect it to win a proportionate amount of out for either short- or long-term 
these contracts. potential performance. The stock's 
Operating in California has not been strong showing has eliminated much of its 
a negative for the company. Regulators attractiveness. 
in the state have worked well with the in- James A. Flood Ami1 17, 2015 
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(LT interest earned: 5.7 x: total interest 
coverage: 5.4 x) 
Leases, Uncapitalized: Annual rentals $0.4 mill, 50.4% 48.6% 

Oblig. $185.2 mill. 532.5 551.6 
713.2 750.6 Pfd Stock None. 

Common Stock 38,220,567 shs. 5.4% 6.0% 

8 5% 8.1% 

Pension Assets-12/14 $140.6 mill. 49.6% 51.4% 

as of 2/23/15 8.5% 8.1% 

due to rounding. (C) In millions, adjusted for splits. Company's Financial Strength A 
(E) Dividends historically Daid in early March, Stock's Price Stability 85 

... . . 

MARKET CAP $1.5 billion (Mid Cap) 2.8% 2.7% 
CURRENT POSITION 2012 2013 12/31/14 67% 67% 

1 19 ~ 9.70 
34.46 34.60 37.06 

21.2 
1.27 I 1.36 1 1.41 

""T"II"T"; 15.6 15.3 17.0 24.0 

' 

' 

1.00 .91 

1 I I 
!rican States Water Co. oDerates as a holding the citi 

+ 

+ I 
I 
2014 2015 

1217 12.35 
2.65 2.70 
157 1.60 

83 .BE 
190 2.05 

1324 13.80 
3829 38.00 
22 2 Bold fig 
1 17 Valu, 

4658 470 
61 1 61.0 'I 384% 38.5% 

24% esm 

I f  Bia Bear Lak 

Target Pr ice Range 
2018 12019 12020 

80 
60 
50 
40 
30 
25 
20 
15 

THIS V L A R W '  I 
STOCK INDEX 

l y r  267 7 7  
3yr  1399 572 
5vr  1656 9 4 5  

2016 ~ALUELINEPUB.  ttl 
13.35 Revenues per sh 
2.80 "Cash Flow" per sh 
1.65 Earnings per sh A 

.93 Div'd Decl'd per sh 8. 

2.10 Cap'l Spending per sh 
14.25 Book Value per sh 
37.50 Common Shs Outst'g C 

er are Avg Ann'l PIE Ratio 
h e  Relative PIE Ratio 

Avg Ann'l Div'd Yield ter 

500 Revenues ($mill) 
62.5 Net Profit ($mill) 

38.0% Income Tax Rate 
1.0% AFUDC % to Net Profit 

43.0% Long-Term Debt Ratio 
57.0% Common Equity Ratio 

935 Total Capital ($mill) 
1120 Net Plant ( h i l l )  
8.5% Return on Total Cap'l 

11.5% Return on Shr. Equity 
11.5% Return on Com Equity 
5.0% Retained to Com Eq 
56% All Div'ds to Net Prof 

and in areas of San Bernardin 

15.35 
3.70 
2.15 
1.12 
2.40 

15.45 
37.50 
20.5 
1.30 

2.7% 
575 

80.0 
38.0% 

2.0% 
42.0% 

1070 
1240 
8.5% 

13.0% 
13.0% 
6.0% 
52% 

:ountv. 

__ 

__ 
__ 

- 
___ 

__ 

- 58.0% 

__ 

__ 

__ 

ipar&l City Water of Anzona (6/11). Has 707 emDloVees. 

14$), ' IO, (234) '11, 106 Ned eamlngs report June, September, and December Div'd rein- 
ue mid-May Quarterly earnings may not add I vestment plan available 

Price Growth Persistence 70 
85 

e 2015 Value Line Publishin LLC ill ri his reserved. 'Factual material IS obtained from sources believed to be'reliable and is provided wihwt warranties d any kind. 
THE PUBLISHER IS NOT RE!PONSIBLE?OR ANY ERRORS OR OMISSIONS HEREIN. This blicauon is strictly loi subscriber's own. non-commercial. internal use. No pan 
01 it may be reproduced. resold, dored a uansmined in any pinted. .+xtrmic m mer lam. or use& generating o1 marketing any pint4 a elecuonic puMication, sewce a pduct.  

http://www.aswater.com


AQUA AMERICA NYSE-WTR .~ 

TIMELINESS 3 Lower~d5/24/13 High: 1 14.8 1 23.4 1 
Low: 1 1  3 14.0 

divided b lnleres! Rate 

SAFETY 2 Raised4/20/12 LEGENDS - 1.60 x Dividends sh 

, . . . Relative &ice SUength * Ra1sed413115 
BETA .70 (1 00 = Market) 5401-4 spllt 12/03 

2018-20 PROJECTIONS ::$:," $:: if/!5 
Price Gain Return !haded area in( 

Ann'l Total 0 lions Yes 

High 40 +50% 73% 
Low 30 1+.10%] 6% 
Insider Decisions ,I- 

M J J A S 0 N D J 
~8it 'LI ' " '  

IoBuv 0 0 0 0 0 0 0 0 Ok---k-- 
optidn~ 2 I o I o o 2 i i 
losell 3 1 1 2 1 2 5 2 2 
Institutional Decisions ....... * 

3.0% 3.3% 2.5% 2.5% 2.5% 2.3% 
CAPITAL STRUCTURE as of 12/31/14 
Total Debt $1630.7 mill. Due in 5 Yrs $436.9 mill. 
LT Debt $1560.7 mill. 
(Total interest coverage: 3 .9~)  (49% of Cap'l) 

Pension Assets-12/14 232.4 mill. 

FVd Stock None 
Common Stock 176,823,519 shares 
as of 2/12/15 
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if change (per sh) 10 Yrs. 5 Yrs. to '18-'20 

Cash Flow" 8.0% 8.0% 9.5% 

(WILL.) 

--- 

--- 

3evenues 6.5% 4.0% 4.5% 

zarnings 8.5% 11.0% 8.0% 
lividends 7.5% 7.0% 9.0% 
3ook Value 8.0% 6.0% 5.5% 
Cal- QUARTERLY REVENUES (S mill.) FUII 

tndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2102 164.0 191.7 214.6 187.5 757.8 
2013 180.0 195.7 204.3 188.6 768.6 
2014 182.7 195.3 210.5 191.4 779.9 
2015 185 200 2f5 200 800 
2016 190 205 220 210 825 

Gal- EARNINGS PER SHARE A ~ ~ 1 1  
!ndar Mar.31 Jun.30 Sep.30 Dec.31 Year 
2012 .15 .24 29 .19 .87 
2013 
2014 
2015 
2016 

Cal- 
d a r  Mar.31 Jun.30 Sep.30 Dec.31 
2011 .I24 124 124 132 
2012 132 132 ,132 14 
2013 .I4 .I4 ,152 152 
2014 .I52 ,152 .I65 ,165 
2015 ,165 
) Diluted egs. Excl. nonrec. gains (losses): 
3,  (91); '00, 2$; '01, 2$; '02, 4$; '03, 36, '12, 
$. Excl. gain from disc. operations: '12: 71; 
3, 96; '14, llQ. Mav not sum due to roundina. 

-- 

Year 
50 
54 
58 
63 

__ 

p Junl 

avai 
- I  . .  

Q 2015 Value Line PuMlshln LLC. All ri hts reserved Factu 

of it may be repoduced. resold. stored or transmined in any pinted 
THE PUBLISHER IS NOT RE~PONSIBLESFOR ANY ERRORS; 

23.8 21.3 17.6 17.2 18.4 19.0 21.5 28.1 28.2 28.1 Target Pr ice Range 
16.1 2018 12019 12020 15.1 9.8 12.3 13.2 15.4 16.8 20.6 22.4 25.4 
1 

64 
48 
40 
32 
24 
20 
16 
12 
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STOCK INDEX 

.32 .35 .38 .41 .44 .47 S O  54 .58 .63 .71 .77 Div'd Decl'd per sh 6. .9( 
1.47 1.64 1.43 1.58 1.66 1.89 1.90 1.98 1.73 1.84 1.95 200Cap'lSpendingpersh 2.N 

161.21 165.41 166.75 169.21 170.61 172.46 173.60 175.43 177.93 178.59 176.50 175.00 Common Shs Outst'a C 170.01 
5.04 11.N 5.57 5.85 6.26 6.50 6.81 7.21 7.90 8.63 9.27 9.65 10.05 BookValuepersh 

31.8 34.7 32.0 24.9 23.1 21.1 21.3 ~ 

1.69 

~ .. ~" , 
21.9 21.2 20.2 Bold fig res are Avg Ann'l PIE Ratio 21.5 

1.3! 1.87 1 1.70 I 1.50 I 1.54 1 1.34 I 1.34 1.39 1.19 1.06 "al"eLine RelativePIERatio 
1.8% I 1.8% I 2.1% I 2.8% I 3.1% I 3.1% 1 2.8% 1 2.8% I 2.4% I 2.6% I 
496.8 I 533.5 I 602.5 I 627.0 I 670.5 I 7 

esfT" I Avg Ann'l Div'd Yield 1 2.6% 
261 1 7120 I 7578 I 7686 I 7799 I 800 1 825 /RevenuesIfmilll I 971 

91.2 I 92.0 1 95.0 I 97.9 1 104.4 1 124.0 I 144.8 I 1531 I 205.0 I 213.9 I 225 I 230 lNet Proffi($millj 1 28( 
I 27.0% 38.4% 1 39.6% I 38.9% 1 39.7% 1 39.4% 1 39.2% I 32 9% I 39.0% I 10 0% I 10.5% 1 18.0% I 20.0% llncome Tax Rate 

112% 10.0% 9.7% 93% 9.4% 10.6% 11.6% 110% 
11.2% 10.0% 97% 9.3% 9.4% 10.6% 11.6% 110% 
4 9% 3.7% 3.2% 2.8% 2 7% 3.7% 4.6% 4.3% 

BUSINESS: Aqua America, Inc. is the holding company for water 17%; industrial & other, 15%. Officers and directors own 8% of the 
and wastewater utilities that serve approximately three million resi- common stock; Vangurad Group, 6.6%; State Street Capltal Corp., 
dents in Pennsylvania, Ohio, North Carolina, Illinois, Texas, New 6.3%; Blackrock, Inc, 6.1% (4/14 Proxy). Chairman & Chief Execu- 
Jersey, Florida, Indiana, and five other states. Has 1,617 employ- tive Officer: Nicholas DeBenedictis. Incorporated: Pennsylvania. 
ees. Acquired Aquasource, 7/03; Consumers Water, 4/99; and Address: 762 West Lancaster Avenue, Bryn Mawr. Pennsylvania 
others. Water supply revenues '14: residential, 68%; commercial, 19010. Telephone: 610-525-1400. Internet: www.aquaamerica.com. 

Aqua America has healthy long-term 
dividend growth DrosDects. Based uDon 
our projeccons of <he company's abiliti  to 
internally generate cash, we estimate that 
the annual payout may increase roughly 
9% per annum through 2018-2020. This is 
a much higher rate than that of the typical 
stock in the industry. 
Earnings gains will probably moder- 
ate both this year and next. Excluding 
the $O.ll-a-share gain from the sale of its 
operations in Fort Wayne, Aqua's share 
net rose 3.4% in 2014. Considering that 
2013 was an  exceptional year, the com- 
parison was actually good. Due to some 
rate relief, synergies from acquisitions, 
and the ability to earn returns on capital 
investments with little regulatory lag, we 
expect the utility to record 4% bottom-line 
increases in both 2015 and 2016. 
Expansion via acquisitions is a major 
part of the company's strategy. Most 
water systems in the U.S. are small and 
municipally owned. Over the past two 
decades, Aqua has made over 300 pur- 
chases, including 16 in 2014. As these 
smaller water districts realize that they do 
not have the finances to modernize their 

aging infrastructures, they will continue to 
look toward merging with larger compa- 
nies. With a significant amount of 
redundancies, cost savings from synergies 
can be significant in this industry 
Low energy prices could impact non- 
regulated operations. Hydraulic frack- 
ing has become a major presence in Aqua's 
service areas. With each well requiring 
five million gallons of water, transporting 
it by truck is both burdensome and expen- 
sive. Extending pipeline systems directly 
to the wells can be very profitable for 
water utilities. Revenues from this sector 
should decline, however, as drillers shut 
wells until the energy market recovers. 
Investors willing to sacrifice some re- 
turns for more certainty may like 
these shares. On the plus side, Aqua 
America stock has a decent well-protected 
dividend yield, favorable payout growth 
prospects, a solid balance sheet, the high- 
est (95) mark for Stock Price Stability, 
well-defined earnings. and a 2 (Above 
Average) Safety rank. All told, we believe 
that the potential total returns are ade- 
quate on a risk-adjusted basis. 
James A. Flood ApriI 17, 2015 

!arnings report due mid-May. (C) In millions, adjusted for stock splits. Company's Financial Strength A 
vidends historically paid in early March, Stock's Price Stability 95 
>le (5% discount). Earninas Predictabilitv 95 
Sept. 8 Dec. 1 Div'd. reinvestment plan Price Growth Persistence 60 
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CALIFORNIA WATER NYSE-cw 

reinvestment plan available. 

3s h . 
icl. intangible assets. In '14 : $7.3 mill., 

2, 

(E) Excludes non-reg. rev. Company's Financial Strength B++ 

Price Growth Persistence 40 
Stock's Price Stability 95 

1 0 0 0 0 0 3 2 0  ** ....... *.. 
nstitutional Decis ions 

D sd 

6.71 6.45 6.48 6.56 7.22 7 83 
25.87 30.29 30.36 30.36 33.86 36.73 
17.8 19.6 27.1 19.8 22.1 20.1 
1.01 1.27 1.39 1.08 1.26 1.06 

4.0% 4.3% 4.4% 4.5% 4.2% 3.9% 

IAPITAL STRUCTURE as of 12/31/14 
otal Debt $504.9 mill. Due in 5 Yrs $206.7 mill. 
T Debt $419.2 mill. LT Interest $20 0 mill. 
.T interest earned: 4 . 2 ~ :  total int. COY.: 4 . 0 ~ )  

(40% of Capl) 
'ension Assets-12/14 $306.3 mill. 

Oblio. $390.6 mill. 
'fd Stock None 

:ommon Stock 47,800.997 shs 
s of 2/9/15 

MARKET CAP: $1.2 billion (Mid Cap) 
:URRENT POSITION 2012 2013 12/31/14 

:ash Assets 38.8 27.5 19.6 
107.8 112.0 134.5 Ither 

:urrent Assets 146.6 139.5 154.1 
iccts Payable 46.8 55.1 59.4 
)ebt Due 136.3 54.7 85.7 

59.7 56.8 72.6 Hher 
:urrent Liab. 242.8 166.6 217.7 
ix. Chg. Cov. 296% 301% 299% 
iNNUAL RATES Past Past Est'd '11-'I3 
I change (per sh) 10 Yrs. 5 Yrs. to '18.'20 
ievenues 4.0% 7.0% 5.0% 
Cash Flow" 6.0% 6.5% 5.5% 
.arnings 5.5% 4.0% 7.5% 
lividends 1.0% 1.5% 7.0% 
sook Value 5 5% 4.5% 5.5% 

(WILL.) 

- _ _ -  

--- 

~- I !015 I ,1675 

20.3 23.6 

64 
48 
40 
32 
24 
20 
16 

0, (4$]; '01, 2$; '02,4$; '11,4$. Next earn- 
gs reporl due mid-May. (B) Dividends histori- 

I I201812019 Target Price Rangc 

I 202c 

BUSINESS: California Water Service Group provides regulated and quired Rio Grande Cop, West Hawaii Utilities (9/08) Revenue 
nonregulated water service to 477,900 customers in 85 corn- breakdown, '14 residential, 68%, business, 19%, industnal, 5%, 
munities in the state of California Accounts for over 94% of total public authonties, 3%, other 5% '14 reporled depreciation rate 
customers Also operates in Washington, New Mexico, and Hawaii 4 0% Has 1,105 employees President, Chairman, and CEO Peter 
Main service areas San Francisco Bay area, Sacramento Valley, C Nelson Inc DE Address 1720 North First St, San Jose, CA 
Salinas Valley, San Joaquin Valley & parts of Los Angeles Ac- 95112-4598 Tel 408-367-8200 Internet www calwatergroup com 

~~ 

State regulators (CPUC) have been 
working well with California Water 
Services during the region's historic 
drought. The more water it sells, the 
more revenues a water utility generates. 
Due to the ongoing lack of rainfall, the 
CPUC has implemented "decoupling." This 
mechanism encourages conservation, with- 
out having a major impact on a water util- 
ity's profits. 
The company had a much better-than- 
expected fourth quarter. Fueled by rate 
relief implemented last year and reduced 
expenses, California Water's earnings per 
share doubled to $0.24, on a year-over- 
year basis in the December interim. This 
resulted in a hefty 17% bottom-line gain in 
2014. 
We expect profits to be flattish over 
the next two years. The bulk of the earn- 
ings gains resulting from higher rates 
were reflected in California Water's earn- 
ings in 2014. Based on state regulations, 
California water utilities can only file for 
adjustments for increased expenses once 
every three years. With most of the recent 
cost reductions probably not sustainable, 
we estimate that the company's share 

earnings will barely budge from last year's 
tally of $1.19, and come in a t  $1.20 for 
both 2015 and 2016. 
The latest dividend hike was a bit of a 
disappointment. We had been looking 
for a 4.6% increase in the quarterly payout 
to $0.17 a share, instead i t  was only raised 
by 3.1% to $0.1675. 
California Water's finances are in fine 
shape. The equity-to-total capital ratio 
was at an  industry high of 60% a t  year- 
end 2014. Much of this can be attributed 
to a large equity offering in 2013. Capital 
expenditures to replace a n  aging pipleine 
infrastructure will probably increase in 
the years ahead. Because of the strong bal- 
ance sheet, we don't anticipate any major 
equity offerings out to the late decade. Ad- 
ditional debt may be required, but we be- 
lieve the utility's financial metrics will 
remain above the industry averages. 
These shares are not of particular in- 
terest at this juncture. On the plus side, 
CWTs yield is higher than most of the 
stocks in the water industry. Over the pull 
to 2018-2020, however, the stock has 
below-average total return potential. 
James A.  Flood April 17, 2015 

1 millions, adjusted for splits. I 
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ETl0 1 8,7 (Trailing: 19.2' 
Median: 22.0, 

September, and December. Div'd rein- 
!nt plan available. 
millions, adjusted for split. 
:ludes intangibles. In 2014: $31.7 mil- 

SAFETY 3 New1118113 LEGENDS 

BETA 6 5  fl.W=Market) Ootions: No 

lion/$2.85 a share. Company's Financial Strength B t  
Stock's Price Stability 85 
Price Growth Persistence 50 
Earninos Predictabilitv RS 

2018-20 PROJE- 
Ann'l Total 

Price Gain Return 
High 50 (+35% 10% 

Insider Decis ions " 

area '" 
mi---- 

!.A 
Low 35 (-5%] 2% 

2018-20 PROJE-I '" 
Ann'l Total 

Price Gain Return 
High 50 (+35% 10% 

(-5%] Low 35 2% 
Insider Decis ions [T 

4.2% 1 4.0% I 3.3% 1 3.0% I 3.0% I 3.1% 
CAPITAL STRUCTURE as of 12/31/14 .. ~ ~ ~ . .  
Total Debt$l81.0 mill. Due in 5 Yrs $19.3 mill. 
LT Debt $176.6 mill 
(Total interest coverage: 4 4x) 

Leases, Uncapitalized: Annual rentals $.I mill. 
Pension Assets.12/14 $61.6 mill 

LT Interest $7.0 mill. 

(46% of Cap'l) 

Oblig. $79.8 mill. 

Pfd Divd NMF Pfd Stock $0.8 mill 

Common Stock 11,152,627 shs. 
as of 3/1/15 
MARKET CAP: $400 million (Small Cap) 
CURRENT POSITION 2012 2013 12/31/14 

Cash Assets 13.2 18.4 2.5 
4ccounts Receivable 11.5 12.3 12.0 

11.7 16.2 21.7 Other 
Current Assets 36.4 46.9 36.2 

(MILL.) 

- _ _ -  

Accts Payable 10.0 10.8 10.0 
Debt Due 3.0 4.1 4.4 

2.9 7.8 9.2 Other 
Gurrent Liab. 15.9 22.7 23.6 

- - _ _  
Fix. Chg. Cov 
9NNUAL RATES 
)I change (per sh) 
!evenues 
Cash Flow" 

zamings 
lividends 
300k Value 

408% 375% 375% 
Past Past Est'd W ' 1 3  

10Yn. 5Yn. t0'18.'20 
4.0% 5.0% 5.5% 
3.0% 6.5% 5.5% 
2.5% 8.0% 6.5% 
1.5% 2.0% 4.5% 
6.0% 8.0% 4.5% 

Gal- I QUARTERLY REVENUES it r n i i i 5  

2013 1 ;; 3; 17 1 
2014 .22 
2015 .35 .60 .80 .25 
2016 .36 .62 .85 .27 

!ndar Mar.31 Jun.30 Se .30 Dec.31 
2011 ,233 ,233 ,238 ,238 
2012 ,238 ,238 ,2425 ,2425 
2013 ,2425 ,2425 ,2475 ,2475 
2014 ,2475 ,2475 ,2575 ,2575 
2015 ,2575 
t) Diluted earnings. Next earnings report due 
id-May. Quarterly earnings do not add in 
112 due to rounding. 
!) Dividends historically paid in mid-March, 

Gal- QUARTERLY DIVIDENDS PAID E D  

1 66 
1 92 
2.00 
2.10 
Full 
Year 

94; 
96: 
98 

101 

~ 

- 

es recession * 
... e........ 

- t - t  *.*.. 

BUSINESS: Connectia 

2008 
7 24 
1 95 
111 

88 
2 44 

12 23 
8 46 
22 2 
134 

3 6% 
61 3 
94  

27 2% 
1 7% 

46 9% 
52 7% 
196 5 
302 3 
5 9% 
9 0% 
9 1% 
1 9% 
79% 

Water 

- 

- 

- 
- 

- 

__ 

__ 

~ 

__ 

- 

- 

26 4 
17 3 

2009 
6 93 
1 93 
119 

90 
3 28 

12 67 
8 57 
184 
123 

4 1% 
59 4 
10 2 

19 5% 

__ 

- 
__ 

- 

__ 

.. 
~ 

50 6% 
49 1% 
221 3 
325 2 
5 5% 
9 3% 
9 4% 
2 3% 
76% 

~ 

- 

- 

ervice. 

* ..... . .*... ...... ..*.. -.. 

2.04 I 2.11 1 2.64 

3.06 2.79 

3442 1 3624 1 4479 

81% 1 83% I 62% 
IC. is a non-ooeratina 

- 
36.4 
27.0 

- 

IELATIVE 

2018 i 2019 12021 

m....... ( 

E 2013 
8.29 
2.63 
1.66 
.98 

3.02 
17.92 
11.04 
18.4 
1.03 

3.2% 
91.5 
18.3 

28.0% 
2.0% 

~ 52.9% 
373.6 
471.9 
5.9% 
9.2% 
9.2% 
3.8% 
59% 

~ 

- 
- 

- 

~ 

46.9% 

__ 

~ 
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3yr  409 5 7 2  - 

~ 

I 

II 5yr  845 945 
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anuary, 2012; Biddeford and Saco Water, December, 2012. In- 
holding company, whose income is derived from earnings of i; corporated: Connecticut. Has 265 employees. Chair- 
wholly-owned subsidiary companies (regulated water utilities). In manlPresidenVChief Executive Officer: Eric W. Thornburg. Officers 
2014, 93% of net income was derived from these activities. Pro- and directors own 2.3% of the common stock; BlackRock, Inc. 
vides water services to 400,000 people in 77 municipalities through- 7.0%; (4115 proxy). Address: 93 West Main Street, Clinton, CT 
out Connecticut and Maine. Acquired The Maine Water Comoanv. 0641 3. TeleDhone: (860) 669-8636. Internet: www.ctwater.com. 

Connecticut Water Services will be 
hard-pressed to repeat last year's im- 
pressive performance. Share net rose 
16% in 2014, thanks mostly to an  agree- 
ment with regulators regarding a rebate 
from the IRS. Still, we estimate that the 
utility can string together two consecutive 
solid years in 2015 and 2016. Margins are 
improving as the company is successfully 
integrating two acquisitions made in 2012. 
Moreover, the Biddleford and Sac0 opera- 
tion in Maine was recently granted a sig- 
nificant rate increase. As a result, we 
think Connecticut Water can still grow 
earnings 4%-5% per annum over the next 
two years. 
Capital expenditures are scheduled to 
be large in the short term. In addition, 
to having to replace older pipes (like al- 
most every other water utility), the compa- 
ny has agreed to supply water to two new 
customers. Funds are being spent to ex- 
tend the infrastructure in Connecticut to 
service the town of Mansfield and the Uni- 
versity of Connecticut's Storrs campus, 
which is the size of a small city. Overall, 
we expect the capital budget to average 
wer $50 million a Year through 2016. 

which represents a 10% increase over the 
relatively large outlays made in 2014. 
Starting in 201 7, however, construction 
should take a breather. 
The balance sheet is strong enough to 
handle the increased spending. The 
equity-to-total capital ratio will most likely 
decline from its very healthy level of 54.5% 
to 52.5% by year-end 2016. Despite the 
dip, this percentage is high for a water 
utility. 
Dividend growth prospects have im- 
proved. Over the past five- and 10-year 
periods, the company has only raised its 
annual payout by 1.5% and 2.0%, respec- 
tively. This rate lagged the industry mean 
by a wide margin. We expect this gap to 
narrow substantially in the long term. In- 
deed, dividend hikes through late decade 
will probably average 4.5%. 
Shares of Connecticut Water do not 
hold much appeal at their recent 
price. Despite having a high yield, the 
stock is expected to only perform in line 
with the market averages in the year 
ahead. Potential returns through late 
decade are even less attractive. 
James A.  Flood April 17, 2015 
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1.191 ,991 1.181 1.201 1.151 1.28 

5.0% 
8.2% 
8.6% 
5% 

.76 .51 .66 .73 .61 .73 

.60 .61 .62 .63 65 .66 
2.33 1.32 1.25 1.59 1.87 2.54 

5.1% 5.6% 5.8% 5.0% 5.7% 5.2% 1 5.4% 5.9% 6.5% 6.5% 6.0% Return on Total Cap'l 6.5% 
7.5% 8.6% 8.6% 7.0% 8.1% 7.5% 7.8% 8.7% 9.3% 9.0% 9.0% Return on Shr. Equity 9.5% 
7.8% 8.7% 8.9% 7.0% 8.2% 7.5% 7.8% 8.7% 9.3% 9.0% 9.0% Return on Com Equity 9.5% 
1.3% 1.8% 2.0% .I% 2.1% 1.0% 1.4% 2.4% 3.0% 3.0% 3.0%RetainedtoComEa 3.5% 

1.26 1.39 

94% 

4.4% I 4.2% 1 3.8% I 3.7% 1 3.5% I 3.4% 

CAPITAL STRUCTURE as of 12/31/14 
Total Debt $160.9 mill. Due in 5 Yrs $49.8 mill. 
LT Debt $136.0 mill. LT Interest $4.6 mill 
(LT interest earned: 6 . 0 ~ )  

Pension Assets-12/14 $51.6 mill. 

Pfd Stock $2.4 mill. Pfd Div'd: $.2 mill. 

(41% of Cap'l) 

Oblig. $75.0 mill. 

~~ 

84% 79% 78% 98% 75% 87% 83% 73% 67% 67% 65% AllDiv'dstoNetProf 63% 

Common Stock 16,129,050 shs. 
as of 2/26/15 

Gal- QUARTERLY REVENUES (I mill.) 
endar Mar.31 Jun. 30 Sep. 30 Dec. 31 
2012 23.5 27.4 32.4 27.1 
2013 27.0 29.1 31.3 27.4 
2014 27.1 29.2 32.7 28.1 
2015 28.0 30.0 33.0 29.0 
2016 29.0 31.0 35.0 30.0 
Gal- EARNINGS PER SHARE A 

endar Mar.31 Jun. 30 Sep. 30 Dee. 31 
2012 . I1 2 3  .38 . I7  
2013 2 0  2 8  .36 .I9 
2014 .20 .29 .42 .22 
2015 .27 .31 .43 .20 
2016 .22 .32 .45 .21 
Gal- QUARTERLY DIVIDENDS PAlDB. 

endar Mar.31 Jun.30 Sep.30 Dec.31 
2011 ,183 ,183 ,183 ,185 
2012 ,185 ,185 ,185 ,1875 

2014 . I9 .19 .I9 ,1925 
2015 ,1925 

4) Diluted earnings. May not sum due 

2013 ,1875 ,1875 .la75 . i9  

MARKET CAP: $375 million (Small Cap) 
CURRENT POSITION 2012 2013 12/31/14 

1SYILL.I 

FUII 
Year 
110.1 
114.1 
117.' 
120 
125 
FUII 
Year 

.90 
1.03 
1.13 
7.15 
1.20 
FUII 
Year 

.73 

.74 

.76 

.75 

to plat 

cas'h AGets 3.0 4.8 2.7 
21.6 21.0 20.2 Other 

Current Assets 24.6 25.8 22.9 
--- 

wnding. Next earnings reporl due mid-May. 
(B) Dividends historically paid in mid-Feb., 
Mav. Aua . and November.. Div'd reinvestment 

Accts Payable 
Debt Due 
Other 
Current Liab 
Fix Chg Cov 
ANNUAL RATES 
of change (per sh) 
Revenues 
"Cash Flow" 
Earnings 
Dividends 
Book Value 

(C) 

IO Yrs. 5 Yrs. l o  '18.'20 
1.5% 1.0% 6.5% 
3.0% 1.5% 5.5% 
3.5% 1.5% 5.0% 
1.5% 1.5% 2.0% 
4.5% 3.0% 2.5% 

12 

%TOT. RETURN 3/15 

STOCK THIS 
VL INDEX ARlTH ' 

5 y r  6 1 7  9 4 5  

Middlesex Water had a surprisingly 
good 2014. For the second straight year, 
the company was able to post a double- 
digit gain in earnings per share. This was 
impressive considering that the utility is 
still in recovery mode following the 2013 
loss of two major customers - a Hess 
refinery and the borough of Sayreville. 
Bottom-line gains should moderate. 
The rate relief that was granted in New 
Jersey and Delaware will not have as posi- 
tive an  impact on profits a s  was the case 
last year. On the positive side, an  agree- 
ment to distribute water at the Dover Air 
Force Base (a major military installation) 
should provide a consistent source of reve- 
nues. Overall, we expect Middlesex's 2015 
share net to barely rise, from $1.13 to 
$1.15 in 2015. Next year will probably be 
better, as we think per-share earnings can 
increase 4%, to $1.20. 
We are not expecting Middlesex to 
change its remarkably consistent divi- 
dend policy through 2016. Since 2004, 
the utility has raised the payout by exactly 
$0.01 a share each and every year. With a 
dividend growth rate of 1.5% over both the 
past five- and 10-year periods, the compa- 

ivailable. 
millions, adjusted for splits. 

ny has lagged the industry mean by a sub- 
stantial margin. When this tradition 
started, the dividend to net profits per- 
centage was relatively high, meaning 
there was little room for increases. This 
figure fell to 57% in 2014, so Middlesex 
appears to have the flexibility to distribute 
a greater share of profits to shareholders. 
The balance sheet may not be big, but 
it is strong. A t  the end of last year, Mid- 
dlesex's equity-to-total capital ratio was 
close to 59%. the  second highest in the  in- 
dustry. And, while this metric will most 
likely decline as debt is added to help fund 
the upgrading of the pipeline network, the 
utility's finances should remain very 
sound by late decade. 
Middlesex stock has the highest yield 
of any member in the water industry. 
At 3.4%. the equity has a payout that  is al- 
most 80 basis points above the group aver- 
age. Indeed, it is the only one that has a 
yield above 3%. Basically, investors are 
demanding a premium to own shares in 
this company. Despite the generous cur- 
rent income, the  stocks potential returns 
through 2018-2020 are still subpar. 
James A. Flood April 17, 2015 
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.40 .41 .43 .46 .49 51 .53 .57 .61 .65 .66 .68 .69 .71 
1.77 1.89 2.63 2.06 3.41 2.31 2.83 3.87 6.62 3.79 3.17 5.65 3.75 5.67 
7.88 7.90 8.17 8.40 9.11 10.11 10.72 12.48 12.90 13.99 13.66 13.75 14.20 14.71 

18.27 18.27 18.27 18.27 18.27 18.27 18.27 18.28 18.36 18.18 18.50 18.55 18.59 18.67 
15.5 33.1 18.5 17.3 15.4 19.6 19.7 23.5 33.4 26.2 28.7 29.1 21.2 20.4 

88 
3.0% 

215 .95 94 88 1.04 1.05 1.27 1.77 1.58 191 1.85 1.33 1.30 
2.1% 30% 3.4% 3.5% 3.0% 2.4% 2.0% 11% 2.3% 2.8% 2.8% 2.9% 3.0% 

:APITAL STRUCTURE as of 12/31/14 
rota1 Debt $398.2 mill. Due in 5 Yrs $21.2 mill 
.T Debt$384.4 mill LTInterest$18.1 mill 
Total interest coverage: 2 . 9 ~ )  (52% of Cap'l) 

180.1 189.2 206.6 220.3 216.1 215.6 239.0 261 5 
20 7 22.2 19.3 20.2 15.2 15.8 20.9 22.3 

41.6% 408% 394% 39.5% 40.4% 38.8% 41.1% 41 1% 
1.6% 2.1% 2.7% 2 3 %  2.0% .- - -  - -  

80 
60 
50 
40 
30 
25 

2.0% 
51.1% 
48.9% 
656.2 
898.7 
5.0% 
7.3% 
7.3% 
2.8% 
62% 

Jyr JYL 3 1 2  
5yr 398 945 
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1.0% 1.0% 1.0% AFUDC % toNet Profit 1.5% 
51.6% 52.5% 52.5% LongTerm Debt Ratio 53.5% 
48.4% 47.5% 47.5% Common Equity Ratio 46.5% 
744.6 790 845 Total Capital (Smill) 1025 

8.3% 5.0% 5.0% Return on Total Cap'l 5.5% 
14.4% 7.5% 7.5% Return on Shr. Equity 8.0% 
14.4% 7.5% 7.5% Return on Com Equity 8.0% 
10.1 % 3.0% 3.0% Retained to Corn Eq 3.5% 

28% 58% 58% All Div'dstoNetProf 59% 

963.0 1010 1065 Net Plant ($mill) 1 200 

17.60 

.eases, Uncapitalized: Annual rentals $5.5 mill. 

'ension Assetsl2/14 $91.4 mill. 

'fd Stock None. 
Oblig. $128.7 mill. 

:ommon Stock 20.336.409 shs. 

1.37 1 5 8  1 r!r i;iativeP/;Ratio 1 f,, 
2.7% 2.7% Avg Ann'l Div'd Yield 2.8% 
216.9 319.7 295 Revenues (Smill) 

38.7% 32.5% 37.0% 36.0% Income Tax Rate 38.0% 
23.5 51.8 27.5 29.0 Net Profit $mill) 40.0 

. ~. . ~ . .  

42.6% 41.8% 47.7% 46.0% 49.4% 53.7% 56.6% 55.0% 
57.4% 58.2% 52.3% 54.0% 50.6% 46.3% 43.4% 45.0% 
341.2 391.8 453.2 470.9 499.6 550.7 607.9 610.2 
484.8 541.7 645.5 684.2 718.5 785.5 756.2 831.6 
7.6% 7.0% 5.7% 5.8% 4.4% 4.3% 4.9% 5.0% 

10.6% 9.7% 8.2% 8.0% 6.0% 6.2% 7.9% 8.1% . .  
as of 2/13/15 

AARKET CAP $625 million (Small Cap) 
:URRENTPOSlTlON 2012 2013 12/31/14 

ISHILL.1 I I I I I I 1 I 

10.6% 9.7% 8.2% 8.0% 1 6.0% 6.2% 1 7.9% 1 8.1% 
5.6% 5.2% 3.5% 3.3% 1.2% 1.2% 3.1% 3.3% 
47% 46% 57% 59% 80% 80% 61% 59% 

:ash Assets 
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55.9% 
90.3 

155.3 

shares 8 

51.7% 53.5% 45.5% 54.3% 51.7% 52.9% 54.0% 549% 55.2% 52.5% 53.0% CommonEquily Ratio 52.0% 
126.5 125.7 153.4 160.1 176.4 180.2 184.8 188.4 189.4 195 205 Total Capital ($mill) 220 
174.4 191.6 211.4 222.0 228.4 233.0 240.3 244.2 253.2 260 265 NetPlant ($mill) 280 

CAPITAL STRUCTURE as of 12/31/14 
Total Debt $84 8 mill 
LT Debt $84 8 mill 
[Total interest coverage 4 Ox) 

Pension Assets 12/14 $30 6 mill 

Due in 5 Yrs $30 5 mill 
LT Interest $5 1 mill 

(45% of Cap'l) 

Oblig. $40 9 mill 

11.6% 
3.0% 
74% 

Pfd Stock None 

9.3% 9.5% 9.2% 8.6% 9.8% 9.5% 9.3% 9.3% 11.0% 11.5% 11.5% Return on Corn E q u h  12.0% 
2.2% 1.7% 1.4% 1.9% 2.7% 2.5% 2.4% 2.4% 4.0% 4.5% 4.5% Retained to Com Eq 3.5% 
77% 82% 85% 78% 72% 13% 74% 74% 64% 63% 63% All Div'dsto NetProf 69% 

Common Stock 12,837,661 shs. 
3s of 3/9/14 

Gal- 
tndar 
2012 
2013 
2014 
2015 
2016 

C ~ I .  
mdar 
2012 
2013 
2014 
2015 
2016 

Gal- 
!ndar 
2011 
2012 
2013 
2014 
2015 

QUARTERLY REVENUES ($mill.) ~ ~ 1 1  
Year 

9.6 10.4 11.0 10.4 41.r 
10.1 10.7 10.9 10.7 42.1 
10.6 11.8 12.0 11.5 4% 
11.0 12.0 12.5 12.5 48.1 
11.5 12.5 13.0 13.0 50.1 

EARNINGS PER SHAREA FUII 
Year 

.15 ./7 .22 .18 .72 

.17 .18 .19 2 1  .75 

.16 2 2  2 3  .28 .89 

.19 25 2 6  25 .95 
20 2 6  28 2 6  1.00 
QUARTERLY DIWDENDS PAID ~ u l l  

Mar.31 Jun.30 Sep.30 Dec.31 Year 
,131 ,131 ,131 ,131 ,521 
,134 ,134 ,134 ,134 .53! 
,138 ,138 ,138 ,138 .55: 
,1431 ,1431 ,1431 ,1431 57: 
,1495 ,1495 

Mar.31 Jun. 30 Sep. 30 Dee. 31 

Mar31 Jun. 30 Sep. 30 Dec. 31 

P L e  
ength 

id-May. 
;) Dividends histarically paid in middanuary 
xil, July, and October. 
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r 2 2 2  7 7  
r 51 6 5 7 2  
r 1032 9 4 5  

millions, adjusted for splits 

.56 5 8  .57 57  54 .71 .71 .72 .75 39  .95 1.00 Earningspersh A 1.15 

.42 .45 .48 .49 .51 .52 .53 .S4 .55 .57 .60 .E3 Div'd Decl'd persh .79 
1.69 1.85 1.69 2.17 1.18 .83 .74 .94 .76 1.10 1.10 1.20 CaD'ISDendinaoersh 1.15 

Company's Financial Strength B+ 
Stock's Price Stability 90 
Price Growth Persistence 55 
Earninos Predictabilitv 1 OD 

8.4% I 6.2% I 6.7% I 5.7% 1 6.2% I 6.5% 1 6.4% I 6.4% I 6.5% I 7.4% I 7.5% 1 7.5% IReturnonTotaICap'l 1 8.0% 
11.6% I 9.3% 1 9.5% I 9.2% 1 8.6% I 9.8% I 9.5% I 9.3% I 9.3% I 11.0% I 11.5% I 11.5% 1RelurnonShr.Equity I 12.0% 

BUSINESS: The York Water Company is the oldest investor-owned nues commercial and industrial (29%) other (8%) It also provides 
regulated water utility in the United States It has operated contin- sewer billing services Incorporated PA York had 106 full-time em- 
uously since 1816 As of December 31 2014 the companys aver- ployees at 12/31/14 PresidentCEO Jeffrey R Hines Of- 
age daily availability was 35 2 million gallons and its service term ficersidirectors own 1 1% of the common stock (4115 proxy) Ad- 
tory had an estimated population of 190 000 Has more than 65 100 dress 130 East Market Street York, Pennsylvania 17401 Tele- 
customers Residential customers accounted for 63% of 2014 reve- Dhow 17171 845-3601 Internet www vorkwater com 

York Water had a strong finish in 
2014. Share earnings came in at $0.28, 
$0.04 above our fourth-quarter estimate, 
which was actually a few cents higher 
than the Wall Street consensus. For the 
full year, the company was able to post a 
robust 19% year-over-year increase in the 
bottom line. 
Earnings growth should moderate, 
but remain solid. The December inter- 
im's gains were due to a combination of a 
lower tax rate, better cost controls, and 
higher tariffs being in effect. Although the 
rate relief will not have as large an impact 
on profits going forward, we still expect 
York to benefit from a reduced tax burden 
and a successful cost-containment pro- 
gram. All told, we expect earnings per 
share to rise 7% this year, to $0.95, and in- 
crease by a nickel in 2016, to $1.00. 
Capital spending has picked up. As is 
the case with almost all of its peers, the 
company is in the process of repairing and 
modernizing an  aging pipeline and 
wastewater infrastructure. Last year, con- 
struction expenditures rose a hefty 40% 
as management targeted more funds for 
this Durpose. We believe that the budget 

will remain near this level through the 
end of the decade. 
The balance sheet is strong enough to 
handle these expenses. At the end of 
2014, York's equity-to-total capital ratio 
stood at 55%, much higher than the indus- 
try norm. And, even though we expect this 
metric to weaken, we estimate that it will 
still be a healthy 52% in three to five 
years. 
York shares are expected to perform 
in line with the broader market aver- 
ages in the year ahead. True, the com- 
pany's earnings outlook is improving and 
the stock's yield is 50 basis points higher 
than the typical stock followed by Value 
Line. However, these positive attributes 
appear to be already incorporated into the 
price of the stock. Indeed, the equity's 
long-term potential returns are unattrac- 
tive as it is already trading well within our 
projected 2018-2020 Target Price Range. 
Those investors seeking safety, current in- 
come, and well-defined earnings, as well 
as good dividend growth, can probably find 
a better selection in the water utility in- 
dustry. 
James A. Flood April 17, 2015 
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Sahuarita Water Company, LLC 
Test Year Ended December 31.2014 

Computation of Increase in Gross Revenue 
Requirements As Adjusted 

Fair Value Rate Base 

Adjusted Operating Income 

Current Rate of Return 

Required Operating Income 

Required Rate of Return on Fair Value Rate Base 

Operating Income Deficiency 

Gross Revenue Conversion Factor 

Increase in Gross Revenue Revenue Requirement 

Adjusted Test Year Revenues 
Increase in Gross Revenue Revenue Requirement 
Proposed Revenue Requirement 
% Increase 

Customer 
Classification 
518 Inch Residential 
314 Inch Residential 
1 Inch Residential 

Subtotal 

1 Inch Commercial 
1.5 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 

Subtotal 

1 Inch Public Authority 
2 Inch Public Authority 
4 Inch Public Authority 

Subtotal 

518 Inch Irrigation 
314 Inch Irrigation 
1 Inch Irrigation 
1.5 Inch Irrigation 
2 Inch Irrigation 
3 Inch Irrigation 

Subtotal 

3 Inch Construction 

Subtotal Revenues before Annualization 
Usage Normalization 
Revenue Annualization 
Other Water Revenues 
Reconciling Amount H-I to C-I 
Total of Water Revenues 

SUPPORTING SCHEDULES: 
0-1 
c-I 
c-3 
H-I 

Present Proposed 

Exhibit 
Schedule A-I 
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s 

s 

9,298,032 

598,003 

6.43% 

855,419 

9.20% 

257,416 

1.2926 

332,734 

2,896,746 
332,734 

3,229,480 
11.49% 

Dollar Percent 
Increase Increase - Rates - Rates 

$ 1,754,351 $ 1,970,197 $ 215,845 12.30% 
374,310 41 0,054 35,744 9.55% 
56,962 63,544 6,582 I I 55% 

$ 2,185,623 $ 2,443,795 $ 258,172 11.81% 

$ 635 $ 708 $ 73 11.53% 
2,774 3,095 321 11.57% 

8,930 11.44% 78,061 86,991 
8,473 9,457 983 11.60% 

$ 89,943 $ 100,251 $ 10,308 11.46% 

$ 10,908 $ 12,151 $ 1,243 11.39% 
2,255 11.54% 

35,006 38,964 3,958 11.31% 
$ 65,453 $ 72,909 $ 7,456 11.39% 

19,539 21,794 

1,562 11.12% 
5,122 5,649 527 10.29% 

8,675 11.29% 
4,552 11.31% 

383,182 426,298 43,116 11.25% 

$ 14,044 $ 15,606 $ 

76,839 85,513 
40,234 44,786 

0.00% 
58,431 11.25% $ 519,420 $ 577,851 $ 

$ 32,933 $ 36,577 $ 3,645 11.07% 

$ 2,893,372 $ 3,231,383 $ 338,011 11.68% 
(73,316) (82,66 1) (9,344) 12.75% 
24,165 26,909 2,744 11.36% 
53,528 53,528 0.00% 
(1,001) 322 1,323 -132.17% 

$ 2,896,747 $ 3,229,480 $ 332,733 11.49% 
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- No. 
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17 
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19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Summary of Results of Operations 
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Proiected Year 
Test Year Present Proposed 

DescriDtion 12/31/2012 12/31/2013 12/31/2014 12/31/2014 12/31/2015 12/31/2015 
Gross Revenues $ 3,266,974 $ 3,264,205 $ 3,354,058 $ 2,896,746 $ 2,896,746 $ 3,229,480 

Revenue Deductions and 2,292,924 2,499,823 2,614,487 2,298,743 2,298,743 2,374,061 

Prior Years Ended Actual Adjusted Rates Rates 

Operating Expenses 

Operating income $ 974,050 $ 764,382 $ 739,570 $ 598,003 $ 598,003 $ 855,419 

Other Income and 
Deductions 

84,060 91,583 70,004 87,410 87,410 87,410 

Interest Expense (1 09,222) (104,821) (1 00,248) (80,324) (80,324) (80,324) 

Net Income $ 948,888 $ 751,143 $ 709,326 $ 605,089 $ 605,089 $ 862,505 

Earned Per Average 
Common Share 

Dividends Per 
Common Share 

Payout Ratio 

Return on Average 
Invested Capital 

Return on Year End 
Capital 

Return on Average 
Common Equity 

Return on Year End 
Common Equity 

Times Bond Interest Earned 
Before Income Taxes 

Times Total Interest and 
Preferred Dividends Earned 
After Income Taxes 

SUPPORTING SCHEDULES 
c-1 
E-2 

N/A 

N/A 

N/A 

3.78% 

3.77% 

9.75% 

9.45% 

8.92 

9.75 

N/A 

NIA 

NIA 

2.99% 

2.99% 

7.37% 

7.26% 

7.29 

8.22 

N/A 

NIA 

NIA 

2.95% 

3.08% 

7.34% 

7.90% 

7.38 

8.17 

NIA 

NIA 

NIA 

2.41% 

2.41% 

5.69% 

5.54% 

9.60 

10.08 

N/A 

NIA 

N/A 

2.44% 

2.46% 

6.52% 

6.32% 

9.60 

10.08 

NIA 

N/A 

N/A 

3.47% 

3.51% 

9.54% 

9.48% 

13.66 

11.52 

46 F-I 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Summary of Capital Structure 
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Line 
- No. 

1 Description: 
2 
3 Short-term Debt 
4 
5 Long-Term Debt 
6 
7 Total Debt 
8 
9 Preferred Stock 
10 
11 Common Equity 
12 
13 
14 Total Capital 8, Debt 
15 
16 
17 Capitalization Ratios: 
18 
19 Short-term Debt 
20 
21 Long-Term Debt 
22 
23 Total Debt 
24 
25 Preferred Stock 
26 
27 Common Equity 
28 
29 
30 Total Capital 
31 
32 Weighted Cost of 
33 Short-Term Debt 
34 
35 Weighted Cost of 
36 Long-Term Debt 
37 
38 Weighted Cost of 
39 Senior Capital 
40 
41 

Test Projected 
Prior Years Ended Year Year 

1 213 1 120 1 2 12/31 1201 3 12/3 1 /20 14 12/31 /2015 

$ - $  - $  - $  

$ 2,544,596 $ 2,437,609 $ 2,326,035 $ 2,209,677 

$ 2,544,596 $ 2,437,609 $ 2,326,035 $ 2,209,677 

13,896,764 14,628,684 8,982,660 9,827,759 

$ 16,441,359 $ 17,066,293 $ 11,308,695 $ 12,037,436 

18.36% 15.48% 14.28% 20.57% 

15.48% 14.28% 20.57% 18.36% 

84.52% 85.72% 79.43% 81.64% 

100.00% 100.00% 100.00% 100.00% 

0.00% 0.00% 0.00% 0.00% 

0.65% 0.60% 0.86% 0.77% 

0.65% 0.60% 0.86% 0.77% 

42 SUPPORTING SCHEDULES: 
43 E-I  
44 D-1 



Line 
- No. 
1 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Construction Expenditures 
and Gross Utility Plant in Service 

Prior Year Ended 12/31/2012 

Prior Year Ended 12/31/2013 

Test Year Ended 12/31/2014 

Projected Year Ended 12/31/2015 

SUPPORTING SCHEDULES: 
8-2 
E-5 
F-3 
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Net Plant Gross 
Placed Utility 

Construction in Plant 
Expenditures Service in Service 

416,642 489,732 26,829,255 

403,821 407,365 27,241,418 

361,685 299,234 27,471,416 

210,924 210,924 27,682,340 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 
Summary Statements of Cash Flows 

Cash Flows from Operating Activities 
Net Income 
Adjustments to reconcile net income to net cash 

provided by operating activities: 
Depreciation and Amortization 
Provision for Doubtful Accounts 
Other 
Changes in Certain Assets and Liabilities: 

Accounts Receivable 
Accounts Receivable, Other 
Materials and Supplies Inventory 
Prepaid Expenses 
Accounts Payable 
Intercompany payable 
Customer Deposits 
Taxes Payable 
Deferred Income Taxes 
Other assets and liabilities 

Net Cash Flow provided by Operating Activities 
Cash Flow From Investing Activities: 

Capital Expenditures 
Plant Held for Future Use 
Changes in  Short-term Investments 

Net Cash Flows from Investing Activities 
Cash Flow From Financing Activities 

Change in Restricted Cash 
Net Receipts of Advances-in-Aid of Contruction 
Net Receipts of Contributions-in-Aid of Contruction 
Repayments of Long-Term Debt 
Deferred Financing Costs 
Member capital contributions, net 

Net Cash Flows Provided by Financing Activities 
Increase(decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 
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Prior Pnor Test Projected Year 
Year Year Year Present Proposed 

Ended Ended Ended Rates Rates 
12/31/20 12 12/31/20 13 12/3 1 /2014 12/31/2015 12/31/2015 

$ 948,888 $ 751,143 $ 709,326 $ 587.683 $ 845.099 

721,946 788.453 683.396 721,109 721,109 
(22,730) (6,672) 

22.622 
(6,150) 
(2,025) 

(49,923) 
(10,293) 
(1 1,093) 
54,936 

(42,364) 
32,233 42,099 (239,726) 

$ 1,658,777 $ 1,573,302 $ 1,141,876 $ 1,308,793 $ 1,566,208 

55,318 
(3,504) 
(1,730) 

3,601 
(4.715) , 
7,732 

(42,365) 

(1,636) 
7,598 
4,122 
2,912 
3.938 
6,009 

14,973 
(42,364) 

(416,642) (403,821) (361,685) (210,924) (210,924) 

$ (416,642) $ (403.821) $ (361,685) $ (210,924) $ (210,924) 

(1,185,124) (444.868) (1,961,202) (325,000) (325,000) 
900,622 353,213 1,857,315 125,000 125,000 

(1 02,600) (106,987) (1 11,574) (58.179) (58,179) 

(328,049) (450,000) (2,067,562) (470,147) (470,147) 

$ (715,151) $ (648,642) $ (2,283,023) $ (728.326) $ (728,326)- 
526.984 520.839 (1.502.832) 369,543 626,958 

2.186.020 2,713,004 3,233,843 1,731,011 1,731.01 1 
$ 2,713,004 $ 3,233,843 $ 1,731,011 $ 2,100,554 $ 2,357,969 



Line 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 

No. 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Summary of Rate Base 

Gross Utility Plant in Service 
Less: Accumulated Depreciation 

Net Utility Plant in Service 

Less: 
Advances in Aid of 

Contributions in Aid of 
Construction 

Construction 

Accumulated Amortization of ClAC 

Customer Security Deposits 
Deferred Income Taxes & Credits 

plus: 
Unamortized Debt Issuance 

Deferred Reg. Assets 
Working capital 

costs 

Total Rate Base 

SUPPORTING SCHEDULES: 
8-2 
B-3 
B-5 
E-I 

Original Cost 
Rate base 

$ 27,468,728 
6,309,380 

$ 21,159,348 

5,189,497 

7,712,717 

(1,376,852) 

52,876 
283,077 

Exhibit 
Schedule B-1 
Page 1 
Witness: Bourassa 

Fair Value 
Rate Base 

$ 27,468,728 
6,309,380 

$ 21,159,348 

5,189,497 

7,712,717 

(1,376,852) 

52,876 
283,077 

$ 9,298,032 $ 9,298,032 

RECAP SCHEDULES: 
A- 1 



Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Original Cost Rate Base Proforma Adjustments 

Gross Utility 
Plant in Service 

Less: 
Accumulated 
Depreciation 

Net Utility Plant 
in Service 

Less: 
Advances in Aid of 

Construction 

Contributions in Aid of 
Construction 

Accumulated Amort of ClAC 

Customer Security Deposits 
Deferred Income Taxes 8. Credits 

Plus: 
Unamortized Debt Issuance 

Deferred Reg. Assets 
Working capital 

costs 

Total 

SUPPORTING SCHEDULES: 
B-2, pages 2 
E-I 

Actual 
at 

End of 
Test Year 

$ 27,471,416 

6,745,157 

$ 20,726,259 

5,189,497 

7,712,717 

(1,368,864) 

52,876 

!$ 9.140.032 

Exhibit 
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Adjusted 
Proforma at end 

Amount 
Adjustment of 

Test Year 

(2,688) $ 27,468,728 

(435,777) 6,309,380 

(7,988) 

283,077 

$ 21,159,348 

5,189,497 

7,712,717 

(1,376,852) 

52,876 
283,077 

$ 9,298,032 

RECAP SCHEDULES: 
B-I 
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Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - A  

Line 
- No. 

1 Post Test Year Plant 
2 
3 
4 Acct. 
5 No. Description 
6 310 Power Generation Equipment New Generator 
7 320.3 Arsenic Media Media Replacement 
8 
9 TOTALS 
10 
11 
12 
13 
14 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 Testimony 
20 Workpapers 

Orginal 

$ 210,924 
152,307 

$ 363,231 

- Cost 

Exhibit 
Schedule 8-2 
Page 3.1 
Witness: Bourassa 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - B 

Line 
- No. 

1 Post Test Year Retirements 
2 
3 
4 Acct. 
5 No. Description 
6 320.3 Arsenic Media 
7 
8 TOTALS 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 SUPPORTING SCHEDULE 
19 Testimony 
20 Workpapers 

Media Replacement 

Exhibit 
Schedule B-2 
Page 3.2 
Witness: Bourassa 

Orginal 

$ (365,917) 

$ (365,917) 

- cost 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 1 - C 

Exhibit 
Schedule B-2 
Page 3.3 
Witness: Bourassa 

Line 
- No. 

1 
2 
3 Adjusted Plant 
4 Acct. Orginal B-2 Orginal Per 

Reconciliation of Plant to Plant Reconstruction 

5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 

- No. 
301 
302 
303 
304 
305 
306 
307 
308 
309 
310 
31 1 
320 

320.1 
320.2 
320.3 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
341 
342 
343 
344 
345 
346 
347 
348 

- cost 
7,541 

352,403 
13,636 

401,832 

- cost 
7,541 

352,403 
13,636 

401,832 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Arsenic Media 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Sohare 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Rounding 

Adiustments Reconstruction 
7,541 

352,403 
13,636 

401,832 

2,142,644 2,142,644 2,142,644 

210,924 338,784 
195,407 

2,001,053 

549,708 
195,407 

2,001,053 

549,708 
195,407 

2,001,053 

(213,610) 365,917 
1,848,872 

152,307 
1,848,872 

152,307 
1,848,872 

13,281,054 
2,256,719 
1,489,172 

732,25 1 
1,659 

13,281,054 
2,256,719 
1,489,172 

732,251 
1,659 

13,281,054 
2,256,719 
1,489,172 

732,25 1 
1,660 

160,856 
122,607 
139.706 

160,856 
122,607 
139,706 

37,841 
132 

577,721 
695 

1,002,915 
(2) 

160,855 
122,607 
139,706 

37,840 
132 

37,841 
132 

577,721 
695 

1,002,915 

577,721 
695 

1,002,914 

TOTALS $ 27,471,416 $ (2,686) $ 27,468,728 $ 27,468,728 $ (0) 

SUPPORTING SCHEDULE 
B-2, pages 3.1 through 3.2 
8-2, pages 3.4 through 3.10 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - A 

Post Test Year Retirements 

Acct. 
No. Description 

320.3 Arsenic Media 

TOTALS 

SUPPORTING SCHEDULE 
Testimony 
Workpapers 

Media Replacement 

Exhibit 
Schedule 8-2 
Page 4.1 
Witness: Bourassa 

Accumulated 
Depreciation (AID) 
$ (365,917) 

$ (365,917) 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment Number 2 - E 

Line 
- No. 
1 
2 
3 
4 Acct. 
5 No. Description 
6 301 Organization Cost 
7 302 Franchisecost 
8 303 Land and Land Rights 
9 304 Structures and Improvements 
10 305 Collecting and Impounding Res. 
11 306 Lake River and Other Intakes 
12 307 Wells and Springs 
13 308 Infiltration Galleries and Tunnels 
14 309 Supply Mains 
15 310 Power Generation Equipment 
16 31 1 Electric Pumping Equipment 
17 320 Water Treatment Equipment 
18 320.1 Water Treatment Plant 
19 320.2 Chemical Solution Feeders 
20 320.3 Arsenic Media 
21 330 Dist. Reservoirs & Standpipe 
22 330.1 Storage tanks 
23 330.2 Pressure Tanks 
24 331 Trans. and Dist. Mains 
25 333 Services 
26 334 Meters 
27 335 Hydrants 
28 336 Backflow Prevention Devices 
29 339 Other Plant and Misc. Equip. 
30 340 Office Furniture and Fixtures 
31 340.1 Computers and Software 
32 341 Transportation Equipment 
33 342 Stores Equipment 
34 343 Tools and Work Equipment 
35 344 Laboratory Equipment 
36 345 Power Operated Equipment 
37 346 Communications Equipment 
38 347 Miscellaneous Equipment 
39 348 Other Tangible Plant 
40 Rounding 
41 
42 
43 
44 

46 
47 
48 SUPPORTING SCHEDULE 
49 B-2, page4 
50 E-2, pages 3.4 through 3.10 

Reconciliation of AID to AID Reconstruction 

- 
45 TOTALS $ 

Orginal B-2 
- cost Adiustments 

83,715 

271,231 

117,251 
117,456 
351,657 

365,917 
377.940 

2,075,844 
548,36 1 

1,090,602 
94,458 

456 

75,030 
87,575 

128,290 

(365,9 1 7) 

10,867 
99 

304,268 
52 1 

643,616 
1 (1) 

Exhibit 
Schedule 8-2 
Page 4.2 
Witness: Bourassa 

Adjusted Plant 
Orginal Per 
Cost Reconstruction Difference 

83,715 83,750 35 

271,231 270,791 (440) 

0 117,251 
117,456 118,649 1,193 

117,251 

351,657 351,657 (0) 

0 0 
377,940 377,940 0 

2,075,844 2,075,844 (0) 
548,361 548,36 1 0 

1,090,602 1,114,419 23,817 
94,458 94,458 (0) 

456 456 0 

75,030 (19,436) (94,467) 
87,575 87,576 1 

128,290 128,291 1 

10,867 10,867 (0) 
99 99 (0) 

304,268 304,268 0 
52 1 52 1 0 

643,616 643,616 (0) 

6,379,239 $ 6,309,379 $ (69,860) 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Original Cost Rate Base Proforma Adjustments 
Adjustment 4 

ClAC and Accumulated Amortization 

Computed balance at end of TY $ 7,712,719 

Book balance at end of TY $ 7,712,717 

Increase (decrease) $ 2 

Adjustment to ClAC 5 2 
Label 4a 

SUPPORTING SCHEDULES 
B-2, page 6.1 to 6.5 

Exhibit 
Schedule 8-2 
Page 6 
Witness: Bourassa 

$ 1,376,852 

$ 1,368,864 

$ 7,988 

$ (7,988) 
4b 







Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Computation of Working Capital 

Line 
- No. 
1 Cash Working Capital (1/8 of Allowance 
2 Operation and Maintenance Expense) 
3 Pumping Power (1/24 of Pumping Power) 
4 Purchased Water (1124 of Purchased Water) 
5 Prepaid Expenses 
6 Meterials and Supplies 
7 
8 
9 Total Working Capital Allowance 
10 
11 
12 Working Capital Requested 
13 
14 
15 SUPPORTING SCHEDULES: 

17 
16 E-I 

Exhibit 
Schedule B-5 
Page 1 
Witness: Bourassa 

$ 147,022 
5,789 

21 9 
3,106 

53,450 

$ 209.586 

RECAP SCHEDULES: 
B- 1 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Income Statement 

Exhibit 
Schedule C-I 
Page 1 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contract Services - Accounting 
Contract Services - Legal 
Contract Services - Eng 
Contract Services - Other 
Management Fees 
Contract Services - Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income (loss) 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

SUPPORTING SCHEDULES: 
C-I, page 2.1 and 2.2 

Test Year Test Year Proposed Adjusted 
Book Adjusted Rate with Rate 

Results Adiustment Results Increase Increase 

$ 3,287,667 $ (444,448) $ 2,843,219 $ 332,734 $ 3,175,952 

66,391 (1 2,863) 53,528 53,528 
$ 3,354,058 $ (457,311) $ 2,896,746 $ 332,734 $ 3,229,480 

$ 
517,999 
157,690 

15,359 
102,989 

13,497 
10,603 
7,968 

126,034 
682,887 

5,341 
1,666 

20,650 
17,137 

- $  
(512,734) 
(1 8,757) 

(625) 

82,274 

5,265 
138,933 

14,734 
102,989 

13,497 
10,603 
7,968 

126,034 
765,161 

5,341 
1,666 

20,650 
17,137 

- $  
5,265 

138,933 

14,734 
102,989 

13,497 
10,603 
7,968 

126,034 
765,161 

5,341 
1,666 

20,650 
17,137 

49,690 31 0 50,000 50,000 
29,504 29,504 29,504 

541 54 1 541 
683,396 37,713 721,109 721,109 

10,350 10,350 10,350 
161,187 (6,625) 154,562 5,930 160,492 

102,700 102,700 69,389 172,088 
$ 2,614,487 $ (315,744) $ 2,298,743 $ 75,318 $ 2,374,061 
$ 739,570 $ (141,567) $ 598,003 $ 257,415 $ 855,419 

8,066 8,066 8,066 

(1 00,248) 19,924 (80,324) (80,324) 
(1 7,406) (17,406) (1 7,406) 

79,344 79,344 79,344 

$ (30,244) $ 19,924 $ (10,320) $ - $  (1 0,320) 
$ 709,326 $ (121,643) $ 587,683 $ 257,415 $ 845,099 

RECAP SCHEDULES: 
A- 1 
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Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 

29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 

28 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustments to Revenues and Expenses 
Adjustment Number 1 

Depreciation Expense 

Acct. 
- No. 
30 1 
302 
303 
304 
305 
306 
307 

309 
310 
31 1 
320 

320.1 
320.2 
320.3 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
34 7 

308 

348 

Description 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Plant 
Chemical Solution Feeders 
Arsenic Media 
Dist. Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Trans. and Dist. Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Misc. Equip. 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment , 
Other Tangible Plant 

TOTALS 

Less: Amortization of Contributions 

Total Depreciation Expense 

Test Year Depreciation Expense 

Increase (decrease) in Depreciation Expense 

Adjustment to Revenues andlor Expenses 

SUPPORTING SCHEDULE 
6-2. page 3 
6-2, page 4 

Original 
cost - 

7,541 
3 5 2,4 0 3 

13.636 
401,832 

2,142,644 

549,708 
195,407 

2,001,053 

152,307 
I ,848,872 

13.281.054 
2,256.719 
1,489,172 

732.251 
1,660 

160,855 
122,607 
139,706 

37,840 
132 

577,721 
695 

1,002,914 

Non-Depr or 
Fully Depr Plant 

(7,541) 
(352,403) 
(13,636) 

0 

(67,883) 
(1 23,399) 

Adjusted 
Original 
_. cost 

401,832 

2,142,644 

549,708 
195,407 

2,OO 1,053 

152,307 
i,a48,872 

13,281,054 
2,256,719 
1,489.172 

732,251 
1,660 

160,855 
54,724 
16,307 

37,840 
132 

577,721 
695 

1,002,914 

$ 27,468,728 $ (564,861) $ 26,903,867 

Exhibit 
Schedule C-2 
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Proposed 
Rates - 

0.00% 
0.00% 
0.00% 
3.33% 
2.50% 
2.50% 
3.33% 
6.67% 
2.00% 
5.00% 

12.50% 
3.33% 
3.33% 

20.00% 
67.00% 
2.22% 
2.22% 
5.00% 
2.00% 
3.33% 
8.33% 
2.00% 
6.67% 
6.67% 
6.67% 

20.00% 
20.00% 
4.00% 
5.00% 

10.00% 
5.00% 

10.00% 
10.00% 
10.00% 

Depreciation 
Expense 

13,381 

71,350 

27,485 
24,426 
66,635 

102,046 
41,045 

265,621 
75.149 

124,048 
14,645 

111 

10,729 
10,945 
3,261 

1,892 
13 

57.772 
70 

100,291 

$ 1,010,915 

Gross ClAC Rate 
$ 7,712,717 3.7575% $ (289,806) 

$ 721,109 

683,396 

37.713 

$ 37,713 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues and Expenses 
Adjustment Number 2 

Property Taxes 

DESCRIPTION 
Company Adjusted Test Year Revenues 
Weight Factor 
Subtotal (Line 1 * Line 2) 
Company Recommended Revenue 
Subtotal (Line 4 + Line 5) 
Number of Years 
Three Year Average (Line 5 / Line 6) 
Department of Revenue Mutilplier 
Revenue Base Value (Line 7 * Line 8) 
Plus: 10% of CWlP (intentionally excluded) 
Less: Net Book Value of Licensed Vehicles 
Full Cash Value (Line 9 + Line 10 - Line 11) 
Assessment Ratio 
Assessment Value (Line 12 Line 13) 
Composite Property Tax Rate 
Test Year Adjusted Property Tax Expense (Line 14 * Line 15) 
Tax on Parcels 
Total Property Taxes (Line 16 + Line 17) 
Test Year Property Taxes 
Adjustment to Test Year Property Taxes (Line 18 - Line 19) 

Property Tax on Company Recommended Revenue (Line 16 + Line 17) 
Company Test Year Adjusted Property Tax Expense (Line 18) 
Increase in Property Tax Due to Increase in Revenue Requirement 

Increase in Property Tax Due to Increase in Revenue Requirement (Line 24) 
Increase in Revenue Requirement 
Increase in Property Tax Per Dollar Increase in Revenue (Line 26 I Line 27) 
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Test Year Comoany 
as adiusted 

$ 2,896,746 
2 

5,793,493 
2,896,746 
8,690,239 

3 
2,896,746 

2 
5,793,493 

11,415 
5,782,078 

18.0% 
1,040,774 
14.8507% 

$ 154,562 

$ 154,562 
$ 161,187 
$ (6,625) 

Recommended 
$ 2,896,746 

2 
5,793,493 
3,229,480 
9,022,973 

3 
3,007,658 

2 
6,015,315 

11,415 
6,003,901 

18.0% 
1,080,702 
14.8507% 

$ 160,492 

$ 160.492 
$ 154,562 
$ 5,930 

$ 5,930 
$ 332,734 

1.78208% 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Adjustment to Revenues andlor Expenses 
Adjustment Number 3 

Line 
- No. 
1 Rate Case ExDense 
2 
3 Estimated Rate Case Expense 
4 
5 Rate Case Expense 
6 
7 
8 
9 Annual Rate Case Expense 
10 
11 
12 
13 Increase(decrease) Rate Case Expense 
14 
15 Adjustment to Revenue andlor Expense 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Estimated Amortization Period (in Years) 

Test Year Rate Case Expense 

Exhibit 
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$ 250,000 

$ 250,000 

5.0 

$ 50,000 

$ 49,690 

$ 310 

$ 310 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues and/or Expenses 
Adjustment Number 4 

Line 
- No. 
1 Revenue Annualization 
2 
3 
4 Revenue Annualization 
5 
6 Increase in Metered Revenues 
7 
8 
9 Purchased Power Annualization 
10 
11 
12 Gallons Sold (in 1,000s) 
13 Cost per 1,0000 gallons 
14 
15 Annualized Gallons (in 1,000's) 
16 
17 
18 
19 Chemicals Expense Annualization 
20 
21 Test Year Chemicals Expense 
22 Gallons Sold (in 1,000's) 
23 Cost per 1,0000 gallons 
24 
25 Annualized Gallons (in 1,000's) 
26 
27 
28 
29 
30 
31 
32 Adjustment to Revenue andlor Expense 
33 
34 
35 SUPPORTING SCHEDULES 
36 Workpapers 
37 H-I 
38 
39 
40 

Test Year Purchased Power Expense (net of well charing) 

Increase (decrease) in Purchased Power Expense 

Increase (decrease) in Chemicals Expense 

Exhibit 
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$ 24,165 

$ 24,165 

$ 144,827 
438,495 
0.3303 

3,509 

$ 1,159 

$ 15,359 
438,495 
0.0350 

3,509 

$ 123 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues and/or Expenses 
Adjustment Number 5 

Line 
- No. 

1 Revenue Usaae Normalization 
2 
3 
4 Revenue Usage Normalization 
5 
6 Increase(decrease) in Metered Revenues 
7 
8 Purchased Power Normalization 
9 
10 
1 I 
12 Cost per 1,0000 gallons 
13 
14 Normalized Gallons Reduction (in 1,000s) 
15 
16 Increase (decrease) in Purchased Power Expense 
17 
18 
19 Chemicals ExDense Normalization 
20 
21 Test Year Chemicals Expense 
22 Gallons Sold (in 1,000's) 
23 Cost per 1,0000 gallons 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 SUPPORTING SCHEDULES 
35 Workpapers 
36 H-1 
37 
38 
39 
40 

Test Year Purchased Power Expense (net of well charing) 
Gallons Sold (in 1,000's) 

Normalized Gallons Reduction (in 1,000's) 

Increase (decrease) in Chemicals Expense 

Adjustment to Revenue and/or Expense 

Exhibit 
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$ (73,316) 

$ (73,316) 

$ 144,827 
438,495 
0.3303 

(21,352) 

$ (7,053) 

$ 15,359 
438,495 
0.0350 

(21,352) 

$ (747) 

$ (65,516) 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues andlor Expenses 
Adjustment Number 6 

Line 
- No. 
1 
2 
3 
4 
5 
6 Increase(decrease) in Metered Revenues 
7 
8 
9 
10 
11 
12 
13 
14 Adjustment to Revenue andlor Expense 
15 
16 SUPPORTING SCHEDULES 
17 Workpapers 
18 
19 
20 
21 
22 

Remove CAGRD revenues and expenses 

CAGRD Revenues Recorded During Test Year 

CAGRD Expenses Recorded During Test Year 

Increase(decrease) in Purchased Water Expense 

Exhibit 
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Label 
$ (386,441) 

$ (386,441) 6a 

$ (512,734) 

$ (512,734) 6b 

$ 126,293 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues and/or Expenses 
Adjustment Number 7 

Line 
- No. 
1 
2 
3 
4 
5 Increase(decrease) in Misc. Revenues 
6 
7 
8 
9 
10 
11 
12 
13 Adjustment to Revenue and/or Expense 
14 
15 SUPPORTING SCHEDULES 
16 Workpapers 
17 
18 
19 
20 
21 
22 

Remove Well Sharina Electric Revenues and ExDenses 

CAGRD Revenues Recorded During Test Year 

CAGRD Expenses Recorded During Test Year 

Increase(decrease) in Purchased Power Expense 

Exhibit 
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Label 
$ (12,863) 

$ (12,863) 7a 

$ (12,863) 

$ (12,863) 7b 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Adjustment to Revenues andlor Expenses 
Adjustment Number 8 

Line 
- No. 

1 Remove Revenues Overbilled 
2 
3 Revenues from Overbilling 
4 
5 
6 
7 Total Revenue from Annualization 
8 
9 
10 Adjustment to Revenue and/or Expense 
11 
12 
13 
14 
15 
16 SUPPORTING SCHEDULES 
17 Workpapers 
18 
19 
20 

Exhibit 
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$ (8,855) 

$ (8,855) 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Adjustment to Revenues and/or Expenses 
Adjustment Number 9 

Line 
- No. 
1 Manaaement Fees 
2 
3 
4 Projected 2015 Management fees 
5 
6 Test Year Management Fees 
7 
8 Increase(decrease) in Management Fees 
9 
10 
11 
12 
13 
14 
15 SUPPORTING SCHEDULES 
16 Workpapers 
17 
18 
19 
20 

Adjustment to Revenue and/or Expense 
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$ 765,161 

682,887 

$ 82,274 

$ 82,274 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Adjustment to Revenues and Expenses 
Adjustment Number 10 

Interest Svnchronization 

Fair Value Rate Base 
Weighted Cost of Debt 
Interest Expense 

Test Year Interest Expense 

Increase (decrease) in Interest Expense 

Exhibit 
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!$ 9,298,032 
0.86% 

!$ 80.324 

$ 100,248 

(1 9,924) 

Adjustment to Revenue andlor Expense $ 19,924 

Weiahted Cost of Debt Computation 
Weighted 

cost - cost Amount Percent - 
Debt $ 2,326,035 20.57% 4.20% 0.86% 
Equity $ 8,982,660 79.43% 10.50% 8.34% 
Total $ 11,308,695 100.00% 9.20% 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Adjustment to Revenues andlor Expenses 
Adjustment Number 11 

Line 
- No. 

1 Income Taxes 
2 
3 
4 Compauted Income Tax 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 SUPPORTING SCHEDULE 
22 C-3,page2 
23 
24 
25 
26 
27 
28 
29 
30 

Test Year Income tax Expense 
Adjustment to Income Tax Expense 

Exhibit 
Schedule C-2 
Page 12 
Witness: Bourassa 

Test Year 
at Proposed Rates 

Test Year 
at Present Rates 
S 102.700 $ 172,088 , ~- ~~ 

102,700 
$ 102,700 $ 69,389 



Sahuarita Water Company, LLC Exhibit 
Schedule C-3 
Page 1 
Witness: Bourassa 

Test Year Ended December 31,2014 
Computation of Gross Revenue Conversion Factor 

Line 
- No. Description 

1 Federal Income Taxes 
2 
3 State Income Taxes 
4 
5 Uncollectibles 
6 
7 Property Taxes 
8 
9 

I O  Total Tax Percentage 
11 
12 
13 
14 
15 
16 
17 1 = Gross Revenue Conversion Factor 
18 Operating Income % 1.2926 
19 
20 SUPPORTING SCHEDULES: RECAP SCHEDULES: 
21 A- 1 
22 

Operating Income % = 100% - Tax Percentage 

Percentage 
of 

Incremental 
Gross 

Revenues 
18.1 5% 

3.09% 

0% 

1.40% 

22.64% 

77.36% 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Test Year 
Total Water 

$2,896,746 $ 2,896,746 
$2,196,044 $ 2,196,044 
f 80,324 $ 80,324 
5 620,379 $ 620,379 

2 7401% 2 7401% 
$ 16,999 $ 16,999 
$ 603.380 $ 603,380 

14 2034% 14 2034% 
$ 85,700 $ 85,700 

Exhibit 
Schedule C-3 
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At Proposed Rates 
Total Water 

$ 3.229.480 13,229,480 
$ 2,201,973 $2,201,973 
$ 80,324 $ 80,324 
$ 947,184 5 947,184 

2 8592% 2 8592% 
$ 27,082 f 27,082 
$ 920,102 $ 920,102 

15 7598% 15 7598% 
$ 145,006 $ 145,006 

GROSSREVENUECONVERSIONFACTOR 

LINE 
lQ. 

1 
2 
3 
4 
5 
6 

7 
8 
9 
10 
11 

12 
13 
14 
15 
16 
17 

18 
19 
20 
21 
22 
23 

24 
25 
26 

27 
28 
29 

30 
31 
32 
33 
34 

35 
36 
37 

38 

39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 

53 
54 
55 

56 
57 
58 

Calculation of Gross Revenue Conversion Factor 
Revenue 100 0000% 
Uncolleable Factor (Line 11) 0 0000% 
Revenues (L1 - U) 100 0000% 
Combined Federal and State Income Tax and Property Tax Rate (Line 23) 22 6361% 
Subtotal (L3 - L4) 77 3639% 
Revenue Conversion Factor ( L l  I L5) 1292593 

Calculation of Gross Revenue Conversion Factor 
Revenue I 00 mono/, . - - -. - . 
Uncolleable Factor (Line 11) 
Revenues (L1 - U) 

0 0000% 
100 0000% 
22 6361% 
77 3639% 
1292593 

Combined Federal and State Income Tax and Property Tax Rate (Line 23) 
Subtotal (L3 - L4) 
Revenue Conversion Factor ( L l  I L5) 

Calculation of Uncol/ectible Factor 
unity 
Combined Federal and State Tax Rate (Line 17) 
One Minus Combined Income Tax Rate (L7 - L8 ) 
Uncollectible Rate 
Uncollectible Factor (L9 * L10 ) 

100.0000% 
21.2324% 
78.7676% 
0.0000% 

0.0000% 

Calculation of Effective Tax Rate: 

Arizona State Income Tax Rate (L55 Col [E]) 
Federal Taxable Income (L12 - L13) 
Applicable Federal Income Tax Rate (Line 44) 
Effective Federal Income Tax Rate (L14 x L15) 
Combined Federal and State Income Tax Rate (L13 cL16) 

Calculation of Effective Pro#rtv Tax Factor 
Unity 100 0000% 
Combined Federal and State Income Tax Rate (L17) 21.2324% 
One Minus Combined Income Tax Rate (LIEL19) 78 7676% 

Operating lnwme Before Taxes (Arizona Taxable Income) IW.WOO% 
3.0853% 

96.9147% 
18.7249% 
18.1471 % 

21.2324% 

Property Tax Factor 1.7821% 
Effective Property Tax Factor (Uo'L21) 14037% 

22 6361% 
P 

Combined Federal and State Income Tax and Property Tax Rate (L17+L22) 

Required Operating Income 
AdjusledTest Year Operating Income (Loss) 
Required Increase in Operatlng Income ( U 4  - L25) 

Income Taxes on Recommended Revenue (Col. (F), L52) 
Income Taxes on Test Year Revenue (Col. (C). L52) 
Required Increase in Revenue to Provide for Income Taxes ( U 7  - U 8 )  

Recommended Revenue Requirement 
Uncollectible Rate (Line 10) 
Uncollectible Expense on Recommended Revenue (L24 * U 5 )  
Adjusted Test Year Uncollectible Expense 
Required Increase in Revenue to Provide for Uncollectible Exp 

Property Tax with Recornmended Revenue 
Property Tax on Test Year Revenue 
Increase n Property Tax Due to Increase in Revenue (L35-L36) 

Total Required Increase in Revenue ( U 6  + L29 + L34iL37) 

Calculation of Income Tax 
Revenue 
Operating Expenses Excluding Income Taxes 
Synchronized Interest (L47) 
Arizona Taxable Income (L39 - L40 - L31) 
Anzona State Income Tax Rate (see Scehdule C-3, page 3 and 4) 
Arizona Income Tax (L42 x L43) 
Federal Taxable Income (L42 - L44) 
Federal Tax Rate (see Schedule C-3. page 3 and 4) 
Federal Income Taxes (L45xL46) 

Total Federal Income Tax (L47) 
Combined Federal and State Income Tax (L44 + L47) 

$ 855,419 
$ 598,003 

$ 257,416 

$ 172.088 
$ 102,700 

$ 69,389 

$2,797,809 
0.0000% 

$ -  

$ 85.700 1 $ 85,700 I 1 I $ 145,006 I $ 145,006 I 
102,700 I $ 102,700 I $  - 1 1 I 172,088 I$  172.088 I $ - 

COMBINED Applicable Federal Income Tax Rate [Col ID]. L51 - Col. [A], L51]/ [Col. [Dl. L45 - Col [A], L451 
Applicable Federal Income Tax Rate [Col. [El. L51 - Col. [E], L51] / [Col. [E]. L45 - Col [E]. L45] 

Applicable State Income Tax Rate [Col. [E], L44 - Col. [E], LM] / [Col [E], L42. Col [E], L42] 

Calculation of lnteresf Svnchronization 
Rate Base 
Weighted Average Cost of Debt 
Synchronized Interest (L56 X L57) 

Water 
$ 9.298.032 

0 8639% 

18 7249% 
18 7249% 
3 0853% 
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Line 
No, 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Cost of Preferred Stock 
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End of Test Year End of Proiected Year 

Description Shares Dividend Shares Dividend 
of Issue Outstanding Amount Requirement Outstanding Amount Requirement 

NOT APPLICABLE, NO PREFERRED STOCK ISSUED OR OUTSTANDING 

SUPPORTING SCHEDULES: 
E-I 

RECAP SCHEDULES: 
D-I 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Cost of Common Equity 

Line 
No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 SUPPORTING SCHEDULES: 
18 E-I 
19 
20 

The Company is proposing a cost of common equity of 10.50% . 

RECAP SCHEDULES: 
D- 1 

Exhibit 
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Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Comparative Balance Sheets 
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Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 
54 
55 
56 
57 
58 
59 
60 

ASSETS 
Plant In Service 
Non-Utility Plant, net 
Construction Work in Progress 
Less: Accumulated Depreciation 
Less: Accum. Depr. Non-Utility Property 
Net Plant 

Debt Reserve Funds 

CURRENT ASSETS 
Cash and Equivalents 
Restricted Cash 
Short-term Investments 
Accounts Receivable, Net 
Accounts Receivable -Other 
Materials and Supplies 
Prepayments 
Other Current Assets 
Total Current Assets 

Deferred Debits 

Other Assets 

TOTAL ASSETS 

LIABILITIES AND STOCKHOLDERS EQUITY 
Member Equity 

Long-Term Debt, less current 

CURRENT LIABILITIES 
Accounts Payable 
Current Portion of Long-Term Debt 
Current Portion of AlAC 
Payables to Associated Companies 
Security Deposits 
Taxes Payable 
Accrued Employee expenses 
Accrued Interest 
Other Current Liabilities 
Total Current Liabilities 

DEFERRED CREDITS 
Advances in Aid of Construction 
Accumulated Deferred Income Taxes 
Contributions In Aid of Construction 
Accumulated Amortization of ClAC 

Total Deferred Credits 

Total Liabilities 8, Common Equity 

SUPPORTING SCHEDULES: 
E-5 

Witness: Bourassa 
Test 
Year Year Year 

Ended Ended Ended 
1 2/3 1 /20 14 12/31/2013 12l31/2012 

$ 27,471,416 $ 27,241,418 $ 26,829,255 
72,842 71,951 70,792 

62,683 71,025 
(6,745,157) (5,801,573) (4,819,975) 

194,370 
~, 

(30,819) (25,990) ' (21,2301 
$ 20,962,653 $ 21,548,488 $ 22,129,866 

$ 201,231 $ 158,867 $ 116,502 

1,731,010 $ 3,233,843 $I 2,713,003 $ 

53,450 61,048 57,545 
3,106 7,227 5,497 
2,400 2,139 2,459 

$ 1,789,967 $ 3,304,257 $ 2,778,503 

$ 84,938 $ 83,302 $ 138,622 

$ 23,038,789 $ 25,094,914 $ 25,163,493 

$ 8,982,660 $ 10,340,896 $ 10,039,753 

$ 2,326,035 $ 2,437,609 $ 2,544,596 

$ 2,912 $ - $  

52,876 46,867 51,582 
100,960 85,987 78,255 

39,994 279,458 237,680 
$ 196,743 $ 412,312 $ 367,517 

$ 5,189,497 $ 7,150,698 $ 7,595,567 

7,712,717 5,855,402 5,502,189 
(1,368,864) (1,102,004) (886,129) 

$ 11,533,351 $ 11,904,097 $ 12,211,627 

$ 23,038,789 S 25,094,914 $ 25,163,493 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 
46 
47 
48 
49 
50 
51 
52 
53 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Comparative Income Statements 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Total Revenues 
Operating Expenses 

Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contract Services - Accounting 
Contract Services - Legal 
Contract Services - Eng 
Contract Services - Other 
Management Fees 
Contract Services - Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income (loss) 
Interest Expense 
Other Expense 

Total Other Income (Expense) 
Net Profit (Loss) 

Exhibit 
Schedule E-2 
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Test Prior Prior 
Year Year Year 

Ended Ended Ended 
12/31/20 14 12/31/20 13 12/31 I201 2 

$ 3,287,667 $ 3,198,463 $ 3,201,146 

66,391 65,742 65,828 
$ 3,354,058 $ 3,264,205 $ 3,266,974 

$ 
517,999 
157,690 

15,359 
102,989 

13,497 
10,603 
7,968 

126,034 
682,887 

5,341 
1,666 

20,650 
17,137 

49,690 
29,504 

541 
683,396 

10,350 
161,187 

$ 
444,797 
168,392 

14,791 
70,345 

64,062 
15,742 
6,441 

113,985 
550,990 

3,754 
1,538 

18,146 
17,037 

49,690 
27,175 

222 
788,453 

10,901 
133,363 

$ 
332,409 
204,199 

13,684 
75,477 

5,186 
9,202 

32,665 
103,872 
565,044 

3,904 
1,404 

16,787 
19,845 

49,690 
20,277 

370 
721,946 

8,481 
108,483 

$ 2,614,487 $ 2,499,823 $ 2,292,924 
$ 739,570 $ 764,382 $ 974,050 

8,066 6,249 3,126 
79,344 97,271 91,369 

(1 00,248) (1 04,821) (109,222) 
(1 7,406) (1 1,937) (10,435) 

$ (30,244) $ (13,239) $ (25,162) 
S 709.326 $ 751.143 S 948.888 

SUPPORTING SCHEDULES: RECAP SCHEDULES: 
A-2 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Comparative Statements of Cash Flows 

Exhibit 
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Line 
- No. 

1 
2 
3 
4 Net Income 
5 
6 provided by operating activities: 
7 Depreciation and Amortization 
8 
9 Other 
10 
11 Accounts Receivable 
12 Deferred Debits 
13 Materials and Supplies Inventory 
14 Prepaid Expenses 
15 Accounts Payable 
16 Non-Utility Plant 
17 Customer Meter Deposits 
18 Taxes Payable 
19 Debt Reserve Fund 
20 Other assets and liabilities 
21 
22 
23 Capital Expenditures 
24 Plant Held for Future Use 
25 Change In Short-term Investments 
26 
27 
28 Change in Restricted Cash 
29 
30 
31 Repayments of Long-Term Debt 
32 Deferred Financing Costs 
33 Member capital contributions, net 
34 
35 
36 
37 
38 
39 
40 SUPPORTING SCHEDULES: 
41 

Cash Flows from Operating Activities 

Adjustments to reconcile net income to net cash 

Adjustments to Depreciation and Amortization 

Changes in Certain Assets and Liabilities: 

Net Cash Flow provided by Operating Activities 
Cash Flow From Investing Activities: 

Net Cash Flows from Investing Activities 
Cash Flow From Financing Activities 

Net Receipts of Advances-in-Aid of Contruction 
Net Receipts of Contributions-in-Aid of Contruction 

Net Cash Flows Provided by Financing Activities 
Increase(decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 

Test Prior Prior 
Year Year Year 

Ended Ended Ended 
12/31 1201 4 12/31 1201 3 12/31/2012 

$ 709,326 $ 751,143 $ 948,888 

683,396 788,453 721,946 
(6,672) (22,730) 

(1,636) 55,318 22,622 
7,598 (3,504) (6,150) 

2,912 (49,923) 
3,938 3,601 (10,293) 
6,009 (4,715) (1 1,093) 

14,973 7,732 54,936 
(42,364) (42,365) (42,364) 

(239,726) 42,099 32,233 
$ 1,141,876 $ 1,573,302 $ 1,658,777 

(361,685) (403,821) (416,642) 

4,122 (1,730) (2,025) 

$ (361,685) $ (403,821) $ (416,642) 

(1,961,202) (444,868) (1,185,124) 
1,857,315 353,213 900,622 
(1 1 1,574) (106,987) (1 02,600) 

(2,067,562) (450,000) (328,049) 

$ (2,283,023) $ (648,642) $ (715,151) 
(1,502,832) 520,839 526,984 
3,233,843 2,713,004 2,186,020 

$ 1,731,011 $ 3,233,843 $ 2,713,004 

RECAP SCHEDULES: 
A-5 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
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Member 
Equity Total 

$ 9,418,914 $ 9,418,914 
(328,049) (328,049) 
948,888 948,888 

$ 10,039,753 $ 10,039,753 
(450,000) (450,000) 
751,143 751,143 

$ 10,340,896 $ 10,340,896 
(2,067,562) (2,067,562) 

709,326 709,326 

$ 8,982,660 $ 8,982,660 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Statement of Changes in Stockholder's Equity 

Balance, Dec 31,201 1 
Distributions. Net 
Net Income 

Balance, Dec 31,2012 
Distributions. Net 
Net Income 

Balance, Dec 31,201 3 
Distributions. Net 
Net Income 

Balance, Dec 31,2014 

SUPPORTING SCHEDULES: 



Line 
- No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
1 1  
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Acct. 
- No. 

301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 
320.1 
320.2 
320.3 
330 
330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 
340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Detail of Plant in Service 

Exhibit 
Schedule E-5 
Page 1 
Witness: Bourassa 

Plant Description 

Plant 
Balance 

at 
1 2131 1201 3 

Plant 
Additions, 
Reclass- 

ications or 
or 

Retirements 

Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Equipment 
Chemical Solution Feeders 
Arsenic Media 
Distribution Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 
Rounding 

TOTAL WATER PLANT 

SUPPORTING SCHEDULES 

$ 7,541 
352,403 
13,636 
401,832 

2,142,643 

338,784 
165,409 

1,941,330 

365,917 
1,848,872 

13,183,594 
2,213,407 
1,471,240 
718,236 

816 

151,135 
170,157 
139,706 

34,326 
132 

577,721 
695 

1,001,887 

0 

0 
29,997 
59,723 

0 

97,459 
43,312 
17,932 
14,015 

844 

9,721 
(47,550) 

0 

331 5 
(0) 

(0) 
0 

1,027 

Plant 
Balance 

at 
1 2131 1201 4 

$ 7.541 
352,403 
13,636 
401.832 

2,142,644 

338,784 
195,407 

2,001,053 

365,917 
1,848,872 

13,281,054 
2,256,719 
1,489,172 
732,25 I 
1,660 

160,855 
122,607 
139,706 

37,840 
132 

577,721 
695 

1,002,914 
L (1) z - 

$ 27,241,418 $ 229,996 $ 27,471,416 

RECAP SCHEDULES: 
A-4 
E-I 



Line 
- No. 

1 WATER STATISTICS: 
2 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Operating Statistics 
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3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 

Total Gallons Sold (in Thousands) 

Water Revenues from Customers: 

Year End Number of Customers 

Annual Gallons (in Thousands) 
Sold Per Year End Customer 

Annual Revenue per Year End Customer 

Pumping Cost Per 1,000 Gallons 
Purchased Water Cost per 1,000 Gallons 

Prior Prior Test 
Year Year Year 

Ended Ended Ended 
1 2/31 120 14 1213 1 120 1 3 12/31 120 12 

501,824 520,267 536,440 

$ 3,354,058 $ 3,264,205 $ 3,266,974 

5,531 

91 

5,501 

95 

5,404 

99 

$ 606.41 $ 593.38 $ 604.55 

$ 0.3142 $ 0.3237 $ 0.3807 
$ 1.0322 $ 0.8549 $ 0.6197 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Taxes Charged to Operations 
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Line 
- No. 

1 DescriDtion 
2 
3 Federal Income Taxes 
4 State Income Taxes 
5 Payroll Taxes 
6 Property Taxes 
7 
8 Totals 
9 
10 
11 
12 
13 
14 

Test Prior Prior 
Year Year Year 

Ended Ended Ended 
12/31 I20 1 3 1 2/31 I20 14 12/31 I201 2 

- $  - $  $ 

161,187 133,363 108,483 

$ 161,187 $ 133,363 $ 108,483 



Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Notes To Financial Statements 

Docket W-03718A-09-0359 
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Company does not conduct independent audits 

The Company is a member-owned limited liability company and is a tax pass-through 
entity. However, the Company is proposing income taxes for rate making purposes. 

The Company uses different depreciation rates for tax than for book purposes. 

The Company is proposing inclusion of deferred income taxes in rate base for ratemaking purposes 

The Company does not record Allowance for Funds used During Construction (AFUDC). 



DOCKET W-03718A-09-0359 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
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Test Year Ended December 31,2014 
Projected Income Statements - Present & Proposed Rates 

Revenues 
Metered Water Revenues 
Unmetered Water Revenues 
Other Water Revenues 

Operating Expenses 
Salaries and Wages 
Purchased Water 
Purchased Power 
Fuel For Power Production 
Chemicals 
Repairs and Maintenance 
Office Supplies and Expense 
Contract Services - Accounting 
Contract Services - Legal 
Contract Services - Eng 
Contract Services - Other 
Management Fees 
Contract Services - Water Testing 
Rents 
Transportation Expenses 
Insurance - General Liability 
Insurance - Health and Life 
Reg. Comm. Exp. - Other 
Reg. Comm. Exp. - Rate Case 
Miscellaneous Expense 
Bad Debt Expense 
Depreciation Expense 
Taxes Other Than Income 
Property Taxes 
Income Tax 

Total Operating Expenses 
Operating Income 
Other Income (Expense) 

Interest Income 
Other income 
Interest Expense 
Other Expense 
GainlLoss Sale of Fixed Assets 

Total Other Income (Expense) 
Net Profit (Loss) 

At Present At Proposed 
Rates Rates 

Test Year Year Year 
Actual Ended Ended 
Results 12/31 120 15 1213 1 1201 5 

$ 3,287,667 $ 2,843,219 $ 3,175,952 

66,391 53,528 53,528 
$ 3,354,058 $ 2,896,746 $ 3,229,480 

$ - $  - $  
51 7,999 5,265 5,265 
157,690 138,933 138,933 

15,359 14,734 14,734 
102,989 102,989 102,989 

13,497 13,497 13,497 
10,603 10,603 10,603 
7,968 7,968 7,968 

126,034 126,034 126,034 
682,887 765,16 1 765,161 

5,341 5,341 5,341 
1,666 1,666 1,666 

20,650 20,650 20,650 
17,137 17,137 17,137 

49,690 50,000 50,000 
29,504 29,504 29,504 

54 1 54 1 54 1 
683,396 721,109 721,109 

10,350 10,350 10,350 
161,187 154,562 160,492 

102,700 172,088 
$ 2,614,487 $ 2,298,743 $ 2,374,061 
$ 739,570 $ 598,003 $ 855,419 

8,066 8,066 8,066 

(1 00,248) (80,324) (80,324) 
(1 7,406) (1 7,406) 

(10,320 $ 10,320) 

79,344 79,344 79,344 

(1 7,406) 

$ 709,326 $ 587,683 $ 845,099 



Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 

Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Projected Statements of Changes in Financial Position 
Present and Proposed Rates 
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Cash Flows from Operating Activities 
Net Income 
Adjustments to reconcile net income to net cash 

provided by operating activities: 
Depreciation and Amortization 
Adjustment to Depreciation and Amortization 
Other 
Changes in Certain Assets and Liabilities: 

Accounts Receivable 
Deferred Debits 
Materials and Supplies Inventory 
Prepaid Expenses 
Accounts Payable 
Non-Utility Plant 
Customer Meter Deposits 
Taxes Payable 
Debt Reserve Fund 
Other assets and liabilities 

Net Cash Flow provided by Operating Activities 
Cash Flow From Investing Activities: 

Capital Expenditures 
Plant Held for Future Use 
Change In Short-term Investments 

Net Cash Flows from Investing Activities 
Cash Flow From Financing Activities 

Change in Restricted Cash 
Net Receipts of Advances-in-Aid of Contruction 
Net Receipts of Contributions-in-Aid of Contruction 
Repayments of Long-Term Debt 
Deferred Financing Costs 
Member capital contributions, net 

Net Cash Flows Provided by Financing Activities 
Increase(decrease) in Cash and Cash Equivalents 
Cash and Cash Equivalents at Beginning of Year 
Cash and Cash Equivalents at End of Year 

At Present At Proposed 
Rates Rates 

Test Year Year Year 
Ended Ended Ended 

12/31 1201 4 1213 11201 5 12/31/2015 

$ 709,326 $ 587,683 $ 845,099 

683,396 721,109 721,109 
(6,672) 

(1,636) 
7,598 
4,122 
2,912 
3,938 
6,009 

14,973 
(42,364) 

(239,726) 
$ 1,141,876 $ 1,308,793 $ 1,566,208 

(361,685) (2 10,924) (2 10,924) 

$ (361,685) $ (210,924) $ (210,924) 

(1,961,202) (325,000) (325,000) 
1,857,315 125,000 125,000 
(1 1 1,574) (58,179) (58,179) 

(2,067,562) (470,147) (470,147) 

$ (2,283,023) $ (728,326) $ (728,326) 
(1,502,832) 369,543 626,958 
3,233,843 1,731,011 1,731,011 

$ 1,731,011 $ 2,100,554 $ 2,357,969 



Line 
No. 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 

Account 
Number 

301 
302 
303 
304 
305 
306 
307 
308 
309 
31 0 
31 1 
320 

320.1 
320.2 
330 

330.1 
330.2 
331 
333 
334 
335 
336 
339 
340 

340.1 
34 1 
342 
343 
344 
345 
346 
347 
348 

Total 

Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 
Projected Construction Requirements 
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Plant Asset: 
Organization Cost 
Franchise Cost 
Land and Land Rights 
Structures and Improvements 
Collecting and Impounding Res. 
Lake River and Other Intakes 
Wells and Springs 
Infiltration Galleries and Tunnels 
Supply Mains 
Power Generation Equipment 
Electric Pumping Equipment 
Water Treatment Equipment 
Water Treatment Equipment 
Checmical Solution Feeders 
Distribution Reservoirs & Standpipe 
Storage tanks 
Pressure Tanks 
Transmission and Distribution Mains 
Services 
Meters 
Hydrants 
Backflow Prevention Devices 
Other Plant and Miscellaneous Equipment 
Office Furniture and Fixtures 
Computers and Software 
Transportation Equipment 
Stores Equipment 
Tools and Work Equipment 
Laboratory Equipment 
Power Operated Equipment 
Communications Equipment 
Miscellaneous Equipment 
Other Tangible Plant 

210,924 
58,500 

550,000 

$ 210924 S 608.500 S 



Sahuarita Water Company, LLC 
Test Year Ended December 31, 2014 

Assumptions Used in Rate Filing 
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Line 
- No. 

1 
2 of Revenue 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 

Property Taxes were computed using the method used by the Arizona Department 

Projected construction expenditures are shown on Schedule A-4. 

Expense adjustments are shown on Schedule C2, and are explained in the testimony. 

Accumulated depreciation and depreciation expense were computed at Arizona Corporation 
Commission allowed rated in Prior Commission Decision. 

Income taxes were computed using statutory state and federal income tax rates for individuals. 
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518 Inch Residential 
314 Inch Residential 
1 Inch Residential 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

Sahuarita Water Company, LLC 
Revenue Breakdown Summary 

Present Rates including Revenue Annualization 

1 Inch Commercial 
1 112 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 

Subtotal 
Percent of Revenues 
Cummulative Percentage 

1 112 Inch Public Authority 
2 Inch Public Authority 
4 Inch Public Authority 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

518x314 Inch irrigation 
314 Inch Irrigation 
1 Inch irrigation 
1 1/2 Inch Irrigation 
2 Inch irrigation 
3 Inch Irrigation 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

3 Inch Construction 
Percent of Revenues 
Cummulative Percentage 

Grand Total 
Percent of Total Revenues 
Cummulative Percentage 
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Current 
Monthly Commodity Commodity Commodity 

Mins First Tier Second Tier Third Tier Total 
$ 952,031 $ 350,673 $ 386,116 $ 73,871 $ 1,762,690 
$ 214,507 $ 55,149 $ 84,442 $ 26,929 $ 381,027 
$ 37,044 $ 21,581 $ 527 $ - $ 59,152 
$ 1,203,582. $ 427,403 $ 471,084 $ 100,800 $ 2,202,869 

54.64% 19.40% 21.39% 4.58% 100.00% 
54.64% 74.04% 95.42% 100.00% 

635 $ 515 $ 120 $ - $  - $  
86 $ - $  4,401 $ 

$ 31,282 $ 35,785 $ 15,296 $ - $ 82,363 
$ 3,293 $ 5,181 $ - $  - $  8,473 

2,058 $ 2,258 $ 

$ 37,147 $ 43,343 $ 15,382 $ - $ 95,872 
38.75% 45.21% 16.04% 0.00% 100.00% 
38.75% 83.96% 100.00% 100.00% 

5,145 $ 3,218 $ 2,545 $ - $ 10,908 $ 
$ 14,818 $ 4,721 $ - $  - $ 19,539 
$ 5,145 $ 15,750 $ 14,111 $ - $ 35,006 
$ 25,108 $ 23,689 $ 16,657 $ - $ 65,453 

38.36% 36.19% 25.45% 0.00% 100.00% 
38.36% 74.55% 100.00% 100.00% 

$ 2,675 $ 2,725 $ 8,717 $ - $ 14,117 
$ 965 $ 1,061 $ 3,096 $ - $  5,122 
$ 26,240 $ 21,875 $ 29,640 $ - $ 77,755 

$ - $  - $  - $  - $  

$ 12,348 $ 13,369 $ 14,517 $ - $ 40,234 
$ 79,027 $ 129,308 $ 174,847 $ - $ 383,182 

$ 121,255 $ 168,338 $ 230,816 $ - $ 520,410 
23.30% 32.35% 44.35% 0.00% 100.00% 
23.30% 55.65% 100.00% 100.00% 

$ 11,525 $ 21,408 $ - $  - $ 32,933 
100.00% 35.00% 65.00% 0.00% 0.00% 

35.00% 100.00% 100.00% 100.00% 

$ 1,398,616 $ 684,182 $ 733,939 $ 100,800 $ 2,917,537 
47.94% 23.45% 25.16% 3.45% 100.00% 
47.94% 71.39% 96.55% 100.00% 



5/8 Inch Residential 
314 Inch Residential 
1 Inch Residential 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

Sahuarita Water Company, LLC 
Revenue Breakdown Summary 

Proposed Rates including Revenue Annualization 

Exhibit 
Schedule H-2 
Page 4 
Witness: Bourassa 

1 Inch Commercial 
1 1/2 Inch Commercial 
2 Inch Commercial 
3 Inch Commercial 

Subtotal 
Percent of Revenues 
Cummulative Percentage 

1 112 Inch Public Authority 
2 Inch Public Authority 
4 Inch Public Authority 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

5/8x3/4 Inch Irrigation 
314 Inch Irrigation 
1 Inch Irrigation 
1 112 Inch Irrigation 
2 Inch Irrigation 
3 Inch Irrigation 
Subtotal 
Percent of Revenues 
Cummulative Percentage 

3 Inch Construction 
Percent of Revenues 
Cumrnulative Percentage 

Grand Total 
Percent of Total Revenues 
Cummulative Percentage 

Current 
Monthly Commodity Commodity Commodity 
- Mins First Tier Second Tier Third Tier Total 

$ 1,061,514 $ 405,028 $ 431,163 $ 81,873 $ 1,979,578 
$ 229,582 $ 63,697 $ 94,293 $ 29,846 $ 417,419 
$ 41,304 $ 24,099 $ 584 $ - $ 65,987 
$ 1,332,400 $ 492,824 $ 526,040 $ 111,720 $ 2,462,983 

54.10% 20.01 Yo 21.36% 4.54% 100.00% 
54.1 0% 74.1 1 Yo 95.46% 100.00% 

$ 574 $ 134 $ - $  - $  708 
$ 2,295 $ 2,521 $ 95 $ - $  4,910 
$ 34,879 $ 39,960 $ 16,953 $ - $ 91,792 
$ 3,671 $ 5,785 $ - $  - $  9,457 

$ 41,419 $ 48,400 $ 17,048 $ - $ 106,867 
38.76% 45.29% 15.95% 0.00% 100.00% 
38.76% 84.05% 100.00% 100.00% 

$ 5,737 $ 3,593 $ 2,821 $ - $ 12,151 
$ 16,522 $ 5,272 $ - $  - $ 21,794 
$ 5,737 $ 17,588 $ 15,640 $ - $ 38,964 
$ 27,995 $ 26,453 $ 18,461 $ - $ 72,909 

38.40% 36.28% 25.32% 0.00% 100.00% 
38.40% 74.68% 100.00% 100.00% 

$ 2,983 $ 3,042 $ 9,661 $ - $ 15,687 

$ 29,257 $ 24,428 $ 32,851 $ - $ 86,536 
$ 13,768 $ 14,929 $ 16,089 $ - $ 44,786 
$ 88,115 $ 144,394 $ 193,788 $ - $ 426,298 
$ - $  - $  - $  - $  
$ 135,156 $ 187,978 $ 255,822 $ - $ 578,955 

23.34% 32.47% 44.19% 0.00% 100.00% 
23.34% 55.81% 100.00% 100.00% 

$ 1,033 $ 1,185 $ 3,431 $ - $  5,649 

$ 12,850 $ 23,727 $ - $  - $ 36,577 
0.00% 100.00% 35.13% 64.87% 0.00% 

35.13% 100.00% 100.00% 100.00% 

$ 1,549,820 $ 779,381 $ 817,370 $ 111,720 $ 3,258,291 
100.00% 47.57% 23.92 To 25.09% 3.43% 

47.57% 71.49% 96.57% 100.00% 



69 

a 

696969 -69 696969 6969 6969 69- 6969 6969 6969 



0 0 

cf 

0 0 00 m o  
P, krn v! 

63- 63 

n 



Docket W-03718A-09-0359 

Establishment 
Establishment (After Hours) 
Reestablishment (within 12 months) 
Reconnection (Deliquent) 
Reconnection (Deliquent and After Hours) 
Meter Test (if correct) 

Line 
- No. 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
38 
39 
40 
41 
42 
43 
44 
45 

$ 25.00 
$ 40.00 

$ 25.00 
$ 40.00 
$ 25.00 
hlT 

Meter and Service Line Charaes' 

Deposit Interest- 
NSF Check 
,Deferred Payment, per month 
Late Payment Fee (per month) 
Moving Meter at Customer Request 
After hours service charge 
Main Extension and Additional Facilities 

518 x 314 Inch 
314 Inch 
1 Inch 
1 112 Inch 
2 Inch Turbo 
2 Inch, Compound 
3 Inch Turbo 
3 Inch, compound 
4 Inch Turbo 
4 Inch. compound 
6 Inch Turbo 
6 Inch, compound 
Over 6 

6% 
$ 15.00 

1.5% 
Min. $5.00 or 1.5% per month 

At Cost 
NT 
At Cost 

Sahuarita Water Company, LLC 
Changes in Representative Rate Schedules 

Test Year Ended December 31,2014 

Present Proposed 
Present Meter Proposed Meter 
Service Install- Total Service Install- Total 

Line ation Present Line ation Proposed 
- C h a r g e  - C h a r g e - -  

$ 445 $ 155 $ 600.00 $ 445 $ 155 $ 600.00 
445 255 700.00 445 255 700.00 
495 315 810.00 495 315 810.00 
550 525 1,075.00 550 525 1,075.00 
830 1,045 1,875.00 830 1,045 1.875.00 
830 1,890 2.720.00 830 1,890 2,720.00 

1,045 1,670 2,715.00 1,345 1,670 2.715.00 
1,165 2,545 3,710.00 1,165 2,545 3,710.00 
1,490 2,670 4,160.00 1,490 2.670 4,160.00 
1,670 3,645 5,315.00 1,670 3,645 5.315.00 
2,210 5,025 7,235.00 2,210 5,025 7,235.00 
2,330 6,920 9,250.00 2,330 6,920 9,250.00 

At Cost At Cost At Cost At Cost At Cost At Cost 

' Based on ACC Staff Engineering Memo dated Feburary 21,2008 
NT = No Tariff 

Other Charqes: 
Present 

I 

I 
*Per Commissin Rule A.A.C. R-14-2-403(D). Number of months off the system times the monthly minimum. 
** Per Commission Rule Rule R14-2-403(6) 

NT = No Tariff 
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Sahuarita Water Company, LLC 
Test Year Ended December 31,2014 

Hook-Up Fees 

Line 
- No. 

1 
2 Off-site Facilities Hook-up Fee 
3 
4 
5 
6 518 x 314 Inch 
7 314 Inch 
8 1 Inch 
9 1 112 Inch 
10 2 Inch 
11 3 Inch 
12 4 Inch 
13 6 Inch or larger 
14 
15 
16 
17 
18 
19 
20 
21 
22 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 

Present 
Charqe 

$ 350 
420 
700 

1,400 
2,240 
4,200 
7,000 

14,000 
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Proposed 
Charqe 

$ 350 
420 
700 

1,400 
2,240 
4,200 
7,000 

14,000 



00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 
7- N- C9- d 0- W- cd 0- N- d W- W- 0- W- 0- LO- 0- LO' 0- 0- 0- 0- 0- 0- 

- - - - - N N m m w t m w r . w c n O  
r 



0 o m  

N 
z ,  z z  

. .  
a, N 

v) 

a, 

.- 
L - s 

69 6964 69 696969 

69 

0 0 000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 
7- ni mi w- m- w- r; w- m- 0- N- 9- w- w- 0- m- 0- m- 0- m- 0- 0- 0- 0- 0- 0- 

- - - . ? - r N N m m w w m w b w m o  - 3 9 

6 9 6 9  

6 9 6 9  

m w  
( o m  w w  
k ' 4  

6 9 6 9  



e3 e3e3 

e3 
6 9 6 9  



64 

ttf 

00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 
.-- N' m- w- 0- w- r; w- m- 0- N- w- w- w- 0- m- 0- 0- 0- m- 0- 0- 0- 0- 0- 0- 

. - - - - . - N N m m w w m W ~ w o o  
3 9 T- 

b = ? e  

6 9 -  
a, r n b  a,o 3" m w  r n ~  m m  

% a  

N- 3 N' 
a, 
m c  
m m  

h Q  



Lo Loo 

co 
2 ,  2: 

.. 
al N iz 
L 

I 
W 

2 

69 6969 

69 6 4 6 9  

69 6 9 6 3  

69 6 4 6 9  

0 0 000000000000000000000000 % - a  
00000000000000000000000000 m m g 8  
'00000000000000000000000000 2jrJrn0- 

- - - - - N N ~ ~ P * L ~ W ~ C O ~ O  W E 2 5  
7- 0 2 .m 

3 2  

-- ni m- v- ro' w- I; Cd m- 0- N' d CO- 0- m' 0- m- 0- m' 0- 0- 0- os 0- 0- 

w =  



0 m o  2 ,  kLo 
m w  m 

Y- 

tff 

00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 -- ni m- + m- w- K m- m- 0- N- d w- a- 0- m- 0- m- 0- m' 0- 0- 0- 0- 0- 0- 

- - - - - ~ ~ m m w w m w , . m m o  
7 

s 
(9 
0 - 
r 

W 

0 
-f 

Lo 

tff 

m 
7 

0 
m 
0 

tff 

m 
Lo m 
m 
w 

e3 



0 m o  

m c t  
9 ,  k "  
2 
N 

W m m  2 ,  - ?  
ctct 

0 m 

t9 

a 
t.3 

t9 

00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 

- - - - - N N m m c t c t m w b a m O  7- w- m- e- m- a- r-- a- a; 0- N- *- a- a- 0- ui 0- m- 0- m- 0- 0- 0- 0- 0- 0- 3 7 

3 

g 
(4 
7 r 

N 
o! 
r 
a 

s3 

m 

a 
a 
b 

9 

e 

(v 

r 
8 
r- 

e 



m Loo 2 ,  z; 
a 

69 6969 69 6969 

69 

d -  

N -  

;: 

6 9 6 9  



tf, 

a 
tf, 

a 
e3 



. .  
a, N 

v) 
.- 

e me3 

e3 

a 
e 

00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 

-- N- m- w- 0- w- b- a- a- 0- cu- w- 0- w- 0- 0- 0- 0- 0- 0- - - - - - c u c u m m w w ~ n w b m r n o  a- 0- m- 0- - 

e e  

e 3 e  

e e  



. .  
a, N 

(0 

a, 

.- 
L 

I 

2 

e e3e9 e3 we3 



0 m o  2 ,  2: 
N 

e3 6969 

4) m m  
' 9 ,  7 T  
00 * v  
N 

69 e369 

e 3 6 9  



CO m o  

N v 
a ? ,  2: 

fff 6969 

69 U - - 

L 

n L 
a, - r" 69 

6 9 6 9  

C O O  

- I -  

" 9  m -  
r 

6 9 6 9  



m m o  2 ,  2: 
03 

e3 t9t9 t9 

a, n - s t9 

00000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 -- N- m- v- m- w- 03- m- 0- N- v- w- 03- 0- m- 0- m- 0- m- 0- 0- 0- 0- 0- 0- 

- - - - - N N m m v v m w r - 0 3 m O  3 7 

3 

e 3 6 9  



69 6969 

00 
00 

00 
0- 0- 
m m  

69 6969 

69 

69 

69 

0 0 000000000000000000000000 
00000000000000000000000000 
'00000000000000000000000000 

7- N- m- P- m- w- I; 03- m- 0- N' P- w- 03- 0- m- 0- m- 0- LD- 0- 0- 0- 0- 0- 0- 
- - - - - N N m m P P m w P , 0 3 m 0  

3 1 7 



" 
a, 
m 
K 
c 

Yn 

L a 
tf) 

L L 
a, a - r" t9 



0 0 z ,  7 
b 
N 

t9 e3 

W a 2 ,  ,$ 
0 
m 

e3 e3 

m C 
0 - - 
m 

m t 
0 - - 
m 

e3 

a 
e3 

t9 



I 

t 



. .  
a, 000000000000000000000000000000000000000 
N 000000000000000000000000000000000000000 
iij 
L ~ ~ m ~ - ~ ~ ~ m w ~ ~ m ~ - ~ ~ ~ m w ~ ~ m o - ~ ~ ~ m w ~ ~ m o - ~ ~ ~ m ~ ~  
c a, ~ ~ ~ b ~ b ~ ~ ~ ~ ~ m m m m m m m m m m w w w w w w w w w w L L b L b b b ~  

& ..  0- 0- 0 0- 0 0- 0- 0- 0- 0- 0- 0- 0 0- 0- 0 0 0- 0- 0 0- 0 0- 0- 0- 0 0- 0- 0 0- 0- 0- 0- 0 0- 0- 0- 0- 0 

2 



I I I I I I I 

U 







I ,  

I , , ,  

I , , ,  

I- 







0000000000000000000 
0000000000000000000 . .  

a, N a, 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ '  ' ' ' ' ' ' ' I ' 
.- ~ o ~ m v ~ ~ b c o m o - c u m w ~ ~ b c o m o  
v) m ~ w c o m w c o c o c o c o m m m m m m m m m m o  - a, 3 

m 
m - 7 L - s c 



, 





" 2  



m In In 
m 

9- 2 
I m  

. .  
a, N 
v) 

a, 

._ 
L 

Y 

9 

c 
0 

a, gc 
3 













m 
v) v) 

m 
y w ;  = m o  



m 
ln 
ln m 

y w 3  
= m "  



m 
u) u) 

m 
y'D 5 
= m "  







. .  
a, N 

v) 
.- 

00000000000000000000000000 o o o o o o o o o o o o o o o o o o o w ~ r . m w m ~  
a, 0 0 0 0 0 0 0 0 0 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ L o ~ h l ~ a l ~ ~ ~ 0 ~ h l ~ L o ~  ' 
0) ' .  ~ ~ m ~ d m ~ w ~ b ~ a l ~ m ~ o ~ -  N m w v) w r. al o) o m o T- N m m o ~ ~ a l a l a l a l a l a l ~ a l m o ) ~ o ) ~ m m m m ~ o o ~ ~ m ~ o ~ m  
3 u) 

m 
0 

- T - T - - - - - T - -  - 
I- 



I- 

3 





I , , , , , ,  



N 
1 ,  I 





- 
" ' '  ' '  ' I I , ,  , , , , , , , , I-> 

. .  
a N .- 

cr) 
L 
a, - 

r" 







m In 

I ,  













0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0  .. 0000000000000000000000000000000000000000 

b- 05 rn- 0- -- N- ri + m' w- b- Cd ai 
c (u 3 

a, N a, 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 ~ 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0  

v) L ~ + ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ m m m m ~ m m m m m w w w w w w w w w w b b b b b b b I \ - b b  

5 

2 6 o - N m v m w I\- co cn o -- N- m' d m- b- a5 ai 0- F- N- m- d m' .- 



r 





d 





0 
In 

0 
In 

0 
m 

Q) 
0 

0 
In 

0 
In 

0 
In 





I t ,  

c 







* 

0000000000000000000000000000000000000000 
0000000000000000000000000000000000000000 

a, ' 9999999999999999999999999999999999999999 
0 ) ' .  - ~ m ~ l n w ~ m m o - ~ m ~ ~ w ~ w m o ~ ~ m ~ l n w ~ w m o - ~ m ~ l n w ~ m ~ o  

- - - - - - - - - - N N N N N N N N N N ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~  2; 
3 





00000000000000000000000000000000000000000 o o o o o o o o o o o o o o o o o o o k - - o w o m w ~ ~ - ~ w w w ~ ~ m - ~ o m  o o o o o o o o o o ~ o ~ o ~ o ~ o ~ o ~ o ~ o ~ o ~ o ~ w ~ o ~ o ~ ~ ~ m ~ ~ m m m r . m m m o o m w m o - - ~  
(51 . ' N- m- d m- w- r; w- m- 0- - N (3 '0 m (D r. w m 0 w w 0 Tr w -- 7- w- -- w- d N- a- m- m 7- b- r; -- 0- m- w- ~ ~ w w ~ w w w w ~ m m m m m m m m m m o o o o ~ ~ ~ ~ m w o w o o m m m m w - - o o  
3 

- N - r - - N - - - - - - - N N N - - - - - -  









F 



. .  
a, N 

v) 
.- 



= z  





a l - m  m N -  



I- 



I- 



1 COMPANY NAME SAHUARITA WATER COMPANY LLC 

ADWR ID Pump Pump Yield 
Number* Horsepower (am) 

I Name of System: ADEQ Public Water System Number: 10-312 I 

Casing 
Depth 

WATER UTILITY PLANT DESCRIPTION 

Casing 
Diameter 

Meter Size Year 
(inches) Drilled 

55-61 1144 
(Feet) 

300 1365 905 
(Inches) 

24 10 1975 

55-216840 300 1800 1080 

5 5-562962 

55-61 1141 

10 I 2008 I 
(not equipped) 0 (out of service) 500 

(not equipped) 0 (out of service) 982 

I I 

8 I (not equipped) I 1997 

55-61 1143 

55-61 1145 

41 
(not equipped) (not equipped) 0 (out of service) 1053 

(not equipped) 0 990 
I I 

24 I (not equipped) I 1981 

55-61 1146 (not equipped) 0 975 16 

BOOSTER PUMPS 

(not equipped) 1969 

Name or Description 

ADWR No. 55-61 1142 (Leased from Town of Sahuarita) 

30 

Capacity Gallons Purchased or Obtained 
(gpm) (in thousands) 
1800 2.835 

1 

Horsepower 

10 

20 

25 

40 

Quantity 

1 

1 

2 

2 

75 

100 

50 I 2 

2 

1 

STORAGE TAN= 
Capacity Quantity 

1,000,000 1 

1,200,000 1 

350,000 1 

FIRE HYDRANTS 
Quantity Standard I Quantity Other 

PRESSURE TANKS 
Capacity Quantity 

5,000 gallons 6 

I 

395 1 



COMPANY NAME 
Name of System: ADEQ Public Water System Number: 10-312 

SAHUARITA WATER COMPANY LLC 

3 
4 
5 

WATER UTILITY PLANT DESCRIPTION (CONTINUED) 

5,805 

MAINS 

- 

6 
8 
10 

CUSTOMER METERS 

26,507 
189,504 

I Size (in inches) I Material 1 Lewth (in feet) 

Comp. 3 

2 

1 

12 
16 
24 

61,970 
9,054 
7,163 

I I 
Mains are mostly PVC 

I 

I 1 112 I 19 I 
I 2 I 76 I 

I Comn 4 I 11 
Turbo 4 

For the following three items, list the utility owned assets in each category for each system. 

TREATMENT EQUIPMENT: 
2,000 gpm Arsenic Treatment Plant 

STRUCTURES: 
Fences, walls and gates surrounding wells, reservoirs, booster and arsenic treatment plant. Modular office 
building to house offices. 

OTHER: 
Three (3) generators: One (1) at Booster Station #1 (400 kw) , one (1) at Booster Station #2 (230 kw), one (1) at 
Treatment plant/Well#23 (500kw) 
23 Sample Stations 
SCADA-5 Remote Terminal Units (RTU’s), 1 master RTU, 1 SCADA master HMI computer and server. 
Automatic Meter Reading Equipment (AMR) - 2 Hand held readers, 1 vehicle Gateway Base Station, 1 
Vehicle Transmitter Unit (VXU), 1 Laptop computer 

Note: If you are filing for more than one system, please provide separate sheets for each 
system. 

11 



IOMPANY NAME: SAHUARITA WATER COMPANY LLC 

MONTH 

JANUARY 
FEBRUARY 
MARCH 
APRIL 

I Name of System: ADEQ Public Water System Number: 10-312 I 

NUMBER OF GALLONS 
CUSTOMERS SOLD 

(Thousands) 
5,534 
5,532 
5,547 
5.544 

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2014 

MAY 
I JUNE 

5,545 
5.549 SEE A'TTACHED 

GALLONS GALLONS 
PUMPED PURCHASED 
Thousands Thousands 

AUGUST 
SEPTEMBER 
OCTOBER 
NOVEMBER 
DECEMBER 

5,571 
5,570 
5,587 
5,590 
5 5% 

I JULY I 5.559 I I I 

TOTALS- I I I 

What is the level of arsenic for each well on your system? mg/l 
(rf more than one well, phase list each stparateb.) See attached for arsenic level at our centralized arscnic treatment plant 

If system has fire hydrants, what is the frre flow requirement? 2,000 GPM for 4 hrs 

If system has chlorination treatment, does thrs  treatment system chlorinate continuously? 
( X)Yes  ( > N o  

Is the Water Uulity located in an ADWR Active Management Area (AMA)? 
( X)Yes  ( > N o  

Does the Company have an ADWK Gallons Per Capita Per Day (GPCPD) requirement? 
( > y e s  ( X  > N o  

If yes, provide the GPCPD amount: 

Note: I f  you are filing for more than one system, please provide separate data sheets for each 
system. 

12 
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